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ABSTRACT 
This study exaitiines the technological, economic and 
political influences in telecommunications between China and 
Hongkong in the last decade, by means of a pluralistic 
approach. 
Particularly, the study looks into technology transfer, 
bi—lateral trade and investment, as well as bi—lateral politics 
in telecommunications between China and Hongkong. 
The study shows that in the interaction between China 
policy-driven and Hongkong‘s market—driven telecommunications, 
Hongkong»s influence upon China mostly lies in its economic 
strength in telecoimnunications, while China's influence upon 
Hongkong Is telecommunications is mainly a political one. 
The double-track system and shift toward decentralization 
in China's telecommunications on the one hand, and the dual— 
authority situation and a trend toward greater government 
mediation in Hongkong‘s telecommunications on the other, sets 
the broad framework of the China-Hongkong interaction in 
telecommunications. 
Hongkong's economic influences upon China, combined with 
the local market forces and the decentralization trend in 
policy-making in China, presents a liberating market force vis-
a-vis the conservative political force in China^s 
telecommunications. But on the other hand, China's powerful 
state mechanism counteracts influences from Hongkong upon its 
telecommunications ownership and market structure. 
China * s political influence upon Hongkong‘s 
telecommunications comes from both the direct political 
pressures it exerts on the Hongkong government and its 
participation and manipulation in Hongkong's corporations 
through its investment arms. Given the market force in 
Hongkong‘s telecommunications and the need of China to maintain 
the stability and prosperity in Hohgkong‘s economy, China will 
increasingly use its commercial clout, rather than political 
clout, to affect Hongkong‘s telecommunications. 
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INTRODUCTION 
The last decade was a milestone in the histories of both 
the People's Republic of China^ and Hongkong. In China, the 
1980s saw ups and downs in its economic and political reforms. 
China, ever since its establishment in 1949, has once again 
gained the momentum of economic development though critical 
problems remain 七o be solved. While the ,double—七rack system' 
incorporating both plan and market in the economy characterizes 
China's economic reform, the political reform has just begun 
to show a trend toward decentralization. In Hongkong, its fate 
has been determined by the Joint Declaration on the Future of 
Hong Kong, signed by the Chinese and British Governments in 
December 1984. Five years later, the Basic Law of the future 
Hong Kong Special Administrative Region (HKSAR) was approved 
by the Chinese National People's Congress. During the 
transitional phase of Hongkong's return to China in 1997, 
Hongkong people are now facing a 'dual-authority',2 seeing 
China actively wielding its arm in Hongkong‘s domestic affairs. 
The past ten years or so have also witnessed rapid 
developments in telecommunications in China and Hongkong. The 
take-off of China‘s modernization efforts with conmuinication 
1 The term "China" will be used instead throughout the 
thesis unless otherwise specified. 
2 The concept of ‘dual-authority‘ is from Ambrose Y.C. 
King, "The Hong Kong Talks and Hong Kong Politics", in Issues 
and Studies, Vol.22, No.6, June 1986, pp.52-75. 
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and information as an integral part of its basis, and the entry 
of Asia/Pacific Basin Newly 工industrialized Countries (certainly 
including Hongkong) as the major conmunications and information 
producers and competitive market forces, have been the most 
outstanding changes of the past short period in international 
telecommunications.^ In China, against the backdrop of economic 
reform and Science and Technology (S&T) development, 
telecommunications, together with energy and transportation, 
have gained high strategic priority in policy-makers' 
developmental planning. A double-digit growth rate in China's 
telecommunications appeared, amazingly, during the last ten 
years. 
In Hongkong, where telecommunications development is at 
a much higher level, we not only saw the emergence or rapid 
growth of such telecommunications services as satellite 
television, cellular phones, Cordless Telephone the Second 
Generation (CT2), pagers, facsimile, but also experienced a 
fierce debate in Hongkong‘s teleconmmnications policy over 
issues such as the setup of cable television and the 
introduction of a second public telecoirmiunications network. 
People get to know that as Hongkong is undergoing the 
industrial transition from manufacturing to service, a sound 
telecommunications policy and a well-planned telecommunications 
infrastructure are vital for Hongkong‘s survival in the global 
information revolution and economic competition. 
What is more, since the sealing of the agreement on 
� Oswald H. Ganley and Gladys D. Ganley, To Inform or To 
Control? The New Communications Network. Norwood: Ablex, 1989. 
p.185. 
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Hongkong's reversion to China in the early 198 0s, the 
increasingly close relationship between China and Hongkong is 
attracting worldwide attention. It is common knowledge 七hat 
Hongkong is of economic, political and military value to China. 
Even in the days of China's closure to the outside world, 
Hongkong was almost Beijing's only channel of access to the 
outside world. But their relationship has never been as close 
as it is today. Economically, the two entities are now 
inseparable; politically, it is no exaggeration to say that the 
future, or the prosperity and stability, of Hongkong is to a 
great extent contingent on that of China, if not the reverse. 
Actually, in the run-up to Hongkong's delivery into China's 
hands, it is more and more obvious that factors determining the 
economic and political climate of Hongkong have their roots in 
China. On the other hand, with the Hongkong issue becoming one 
of the domestic policies of China, Hongkong can and will play 
its own games in China‘s domestic and international politics. 
It is believed that the close relationship and mutual 
influences between China and Hongkong, real or anticipatory, 
have left, and will leave, their marks on their 
telecommunications developments. 
RESEARCH PROBLEMS AND CONCEPTUAL DEFINITIONS 
This study of the mutual influences between China and 
Hongkong on each other's telecommunications developments is 
thus a microcosm of those on the general China-Hongkong 
relationship in this particular era. The China-Hongkong 
relationship in politics, economics, social life and other 
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aspects in Hongkong's transitional period has drawn a lot of 
attention. Literature on this subject is legion. But 七 heir 
relationship in telecommunications is relatively ignored even 
among cominunications scholars. The '97 Factor' under some pens 
is omnipresent. But what does it mean to Hongkong ‘ s 
telecommunications development? We all know Hongkong has been 
China's biggest trading partner since 1987. So how has Hongkong 
contributed to China's telecommunications development during 
the last decade? People are now used to talking about 
Hongkong's economy and its future together with that of China, 
especially South China. Are the two's telecoimiuinications also 
closely related? What are the mutual influences between them? 
This thesis is intended to identify these influences and 
their sources. At the outset, seveiral conceptual probleius and 
analytic levels should be clarified. As the title of this 
paper suggests, the 'pluralistic analysis‘ of China—Hongkong 
relationship in ‘telecommunications‘ focuses on ‘ influence‘ and 
involves an ‘international level‘ of analysis. 
In the first place, the term • telecoimnunications 丨 is 
conceptualized here as containing three dimensions, namely 
technological, economic and political• Technologically, 
telecommunications involves a technical network as the base of 
any telecommunications activity. Noll, in defining 
‘communications‘, differentiates teleconmuinications from other 
communications sectors such as broadcasting, print media, 
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performing arts and postal system/ But telecommunications as 
used here includes those newly emerging broadcasting media like 
cable television and satellite television while excluding such 
traditional media as wireless television and radio 
broadcasting.5 Economically, telecommunications entails a vast 
market with many accompanied businesses. Politically, 
telecommunications, often regraded as public utility, pertains 
to public policy making/ These three aspects of 
telecoimnunications are closely related in telecominunications 
development. 
Second, 'influence� as one kind of relationship, means 
"the inodif ication of one actor ‘ s behaviour by that of 
another"?, it is thus a relationship between actors who are the 
., sources of influence. ‘Influence‘ emerges in the process of 
interaction between actors. It entails power or force, though 
the latter may not be necessarily converted into influence.® 
“ Marcellus S. Snow, "Telecommunication liteirature: A 
critical review of the econoinic, technological and public 
policy issues", in Telecommunications Policy, June 1986. p.172. 
5 "Newly emerging" here should be understood in the 
contexts of China and Hongkong. The reasons for the inclusion 
of these newly emerging media are: (1) there is tendency of 
convergence of telecommunications and broadcasting in these 
media. You cannot exclude cable television when talking about 
the second telecommunications network in Hongkong, for example; 
(2) both satellite and cable television are hot policy issues 
in Hongkong‘s telecommunications today. 
6 ‘Policy‘ in the usual sense of the word is political 
mainly because it involves policy—making in high political 
level. ‘Policy‘ is used in this sense in this paper. 
7 Robert W. Cox and Harold K. Jacobson, The Anatomy of 
Influence, New Haven and London: Yale University Press, 1973. 
p. 3 . 
8 Cox and Jacobson, op. cit. 
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With these conceptualizations, the analysis of the china-
Hongkong relationship in telecommunications in terms of 
influences is conducted on the three dimensions of technology, 
economics and politics. This is also the essence of the 
employed analytic method of pluralism. 
A pluralistic perspective stresses all the technological, 
economic and political factors and the interactions among them 
in their influences upon telecommunications development. 
Last but not least, the analysis is at an international 
level. The influences of the above three factors as reflected 
in the international level will be analyzed. 
SIGNIFICANCE OF THE STUDY 
As discussed below, there are at least three reasons why 
a study of the China-Hongkong relationship in 
telecommunications is worthwhile. 
First, besides the political and economic interdependence 
of China and Hongkong, Hongkong is also the biggest iiiformation 
base for China, which is manifested by, among other things, the 
everyday interaction between the residents of both sides and 
the spill-overs of the Hongkong media. In telecommunications, 
China is now the biggest source of traffic revenue and volume 
of Hongkong‘s international telephone service. On the other 
hand, Hongkong is the only transit centre for China's 
international telecommunications. Roaming paging and mobile 
telephone services between both sides are now flourishing. 
Obviously, a China-Hongkong telecommunications market is 
steadily growing. 
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second, the interfacing of China and Hongkong in 
telecommunications has long historical roots. Especially the 
rapid telecoinmunications developments in both China and 
Hongkong today, in face of the ongoing information revolution 
and economic globalization, makes the examination of their 
interaction and policies in 七elecoimnunica七ions at this time 
meaningful. 
Third, changing trends in national telecoirmiunications 
structures increasingly have an international impact. It is 
understood that teleconmiunications underdevelopment in Less 
Developed Countries (LDCs) is actually an international burden. 
At the least, the realization of the global telecommunications 
network and the global expansion of the Multinational 
Corporations (MNCs) requires the interconnection and 
interoperability of different national systems on a 
corresponding technical and administrative basis. Therefore, 
as international telecommunications changes toward both 
conapetition and integration, more attention needs to be paid 
to how countries produce mutual influences and gain mutual 
benefits from each other. 
STRUCTURE OF THE PAPER 
Chapter 1 is a synthetic review of telecommunications 
literature. In this section, it is found that the voluminous 
telecommunications literature f its well into three--
technological, economic and political一一inquiries, each having 
its own logic and implications for telecommunications 
development. After reviewing them, it is argued that while each 
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approach has its rationale in describing some observable 
aspects of telecommunications development, an integrative 
approach, i.e., a pluralistic approach, should be drawn to 
explain both domestic and international telecommunications 
developments. 
This proposed approach is extended to the international 
level in Chapter 2. The technological, economic and political 
interdependence and competition in international 
telecommunications is briefly discussed. An analytic framework 
for this research on the mutual influences between China-
Hongkong telecommunications is developed in this section. 
Chapters 3 and 4 are devoted to an examination of the 
telecommunications environment of China and Hongkong. The main 
purposes are to figure out a dominant developmental model for 
China and Hongkong respectively through the review of their 
past telecommunications development. 
The analysis of the mutual influences in 
telecommunications between China and Hongkong, the itiain theme 
of this work, is the concern of the remaining three chapters. 
Chapter 5 is a retrospective of the telecoirmuinications 
relationship between China and Hongkong. The infrastructural 
network connecting China and Hongkong today is also delineated 
in this part. All serve to provide a background and set a base 
for the following discussions. The discussion on the mutual 
influence between China and Hongkong is divided into two parts: 
Hongkong‘s influence upon China in Chapter 6, and China *s 
influence upon Hongkong in Chapter 7. The pluralistic analyses 
are conducted along the three dimensions of technology, economy 
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and politics in general, and those of technology transfer, 
international trade, direct investment in telecoimimnications 
equipment and service as well as bilateral politics in 
telecoimnunications in particular. 
This study is basically a documentary study. Papers and 
reports on the subject matter of telecommunication^ in China 
and Hongkong, hopelessly meagre and scattered, are extensively 
searched and analyzed. Data aggregation based on irelevant 
materials is also made. 
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CHAPTER 1 TOWARDS A PLURALISTIC APPROACH TO 
TELECOMMUNICATIONS 
According to Snow, the telecommunications literature, 
despite its quantity, is basically •descriptive, anecdotal, 
journalistic', or otherwise ‘lacking in a fundamental 
conceptual and explanatory base，.' This is largely due to the 
fact that many issues in the study of telecommunications have 
often been discussed separately and few efforts have been 
devoted to synthesize these disjointed discourses at a more 
corresponding conceptual level and with an integrative 
approach, let alone to develop a grand theory of 
telecommunications development. 
The extensive reading of telecommunications literature in 
the earlier stage of the study suggested that the literature 
cut itself into technological, economic and political 
inquiries, corresponding to the three dimensions in the 
conceptualization of telecommunications. The following 
synthetic review will thus subgroup the telecoitimunications 
inquiries into technological, economic and political ones,^^ 
� 
focusing on everyone‘s rationales in explaining 
telecommunications development. In the second part of this 
chapter a pluiralistic approach will be proposed to integrate 
9 Snow, op. cit. 1986. p.153. 
10 This method was actually hidden in Snow丨s critical 
review of the economic, technological and public policy issues 
of telecommunications. But he did not give it a conscious 
articulation while emphasizing the major economic insights into 
telecoimnunications. Snow, op. cit. 1986. 
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these inquiries and command the explanation of both domestic 
and international teleconmiurdcations • 
1.1 A SYNTHETIC REVIEW OF TECHNOLOGICAL, ECONOMIC AND POLITICAL INQUIRIES INTO TELECOMMUNICATIONS 
All the writings in telecoinmuriicatioris, be they economic, 
political, legal or concerning communication, imply some 
explanation and justification of certain policy issues of 
concern regarding telecommunications development. Any policy 
may involve a variety of policy objectives and measures to 
implement these objectives. As for telecommunications, there 
has been argument over whether telecommunications policy is a 
kind of economic policy or a kind of communications policy. 
Its implication is that, if telecommunications policy is an 
economic one, it should be deregulated; but if it is a 
communications one, it should be regulated. Roughly, for 
telecommunications objectives, economists value economic 
profitability more while politicians, lawyers and 
communications scientists treasure social, cultural and 
political values more. Concomitantly, writers, with different 
� 
academic backgrounds and different interests, may have 
different approaches to telecommunications development. For 
example, in the most salient policy arena of regulation, a 
neoclassical economist will take a stand on economic 
optimization. A communication scholar‘s consideration will have 
” Youizhi Ito, "Telecommunications and industrial 
policies in Japan: recent developments", in Marcellus S. Snow 
(ed.), Marketplace for Teleconmuinications: Regulation and 
Development in Industrialization Democracies. Longman, 1986. 
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) 
to do primarily with a range of shared cultural and social 
values. Further, those writing within a political framework 
will stress factors relating to power structure among 
bureaucratic organizations and interest groups in influencing 
telecoirmiunications development. 
l.l.l Telecommunications in Technological Inquiry 
Technical properties of telecommunications are among the 
most important factors that make telecommunications outstanding 
among other industries. With the rapid change and proliferation 
of telecommunications technologies in the past two decades, 
1 
especially the convergence of telecommunications and computers, 
the economic and policy implications of technology are of 
concern more than the evolution of the technology itself. A 
question often asked in research is how and to what extent 
technological advances in telecommunications have predisposed 
the industry to deregulation and competition. Many writers, 
not necessarily technological determinists, see competition and 
deregulation as a must and a valid means to exploit the 
possibilities of innovation and new services in advanced 
telecommunications equipment and networks.13 Seeing �the 
technological determination in the change of regulatory policy 
Snow, op. cit. 1986. p.159. 
See, among others, Mark A. Hukill and Meheroo 
Jussawalla, "Telecommunications policies and markets in the 
ASEAN countries", in Columbia Journal of World.Spring, 1989; 
工to, op. cit. ； Roger Noll, "The political and institutioi^ial 
context of communications policy", in Snow (ed.), op. cit. 
1986; Marcellus S. Snow, "Regulation to deregulation: The 
telecommunications sector and industrialization", in 
Telecommunications Policy, December 1985. 
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in some countries, they generally believe in the technological 
forces and imperatives caused by technological change. 
Snow, for example, after comparing the arguments for 
competition and deregulation with those favouring regulation 
and monopoly, and drawing on the evidence from the Pacific Rim 
and Basin, argues that regulation or deregulation in 
telecommunications is contingent upon the degree of development 
of a society. "Those favouring deregulation applied with 
particular force to industrialized countries, while those 
supporting continued regulated monopoly or government ownership 
were germane to developing countries.Obviously, the main 
difference between the industrialized countries and the 
developing countries is the former is more technologically 
advanced. He predicted that as development proceeds, or, as 
technological progress makes services more abundant and varied, 
there will be a parallel evolution from government-owned, 
monopolistic firms exempted from economic competition to 
privately-owned firms subjected to competition. Ito argued in 
the same line that "as time passes, technology develops; as 
technology develops, available resources become more abundant； 
as available resources become more abundant, deregulation of 
policy occurs" 
But other studies, especially those on Western European 
markets, cast doubts on the seemingly unanimous concurrence 
that changes in telecommunications technologies inevitably lead 
14 Snow, op. cit. 1985. p.286. 
工to, op. cit. p.223. 
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to less regulation and more competition. Some even argue for 
‘ I 
more rather than less government intervention in the face of 
the rapid technological changes 
1.1.2 Telecommunications in Economic Inquiry 
Though telecommunications is inherently transdisciplinary, 
it has been particularly dealt with at length and in depth by 
economic studies. This is not surprising given the great impact 
telecommunications has had upon economic sectors. The rising 
attention to telecommunications from the ihid-1970s, 
particularly during the 1980s, is to a large extent the result 
of the recognition of the rapid developments in Information 
Technology (IT) and the concomitant changes in world economy. 
Economic inquiry in telecommunications focuses mainly on 
the market structure of telecoirmiunications with the ultimate 
intention of assessing the regulatory policy of 
telecommunications under the rapid transformation of ITs and 
changes in telecommunications market. Whatever policy, 
regulation or deregulation, it ultimately suggests, this line 
of inquiry takes market rationality as its working 
see the collections of Kenneth Dyson and Peter 
Humphreys (eds.), The Politics of the Communications Revolution 
in Western Europe. Frank Cass, 1986; and Snow (ed.), op. cit. 
1986. Contributors to the two books have a common feature that 
they emphasize influences from political environment more than 
those from technological changes* 
17 Harry M. Trebing, "Apologetics of deregulation in 
energy, and telecommunications: An institutionalists 
assessments", in Journal of Economic Issues. Vol.20' No. 3, 
September 1986. pp.613-632. 
14 
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assumption.18 Major issues in the discussions of the 
telecommunications market are summarized below. 
Industrial Organization Concepts such as natural 
monopoly, sustainability and market constestability in the 
literature of industrial organization have often been applied 
by economists to examine the market structure of 
telecommunications. As we know, natural monopoly of 
telecommunications, "a property of the cost function emerging 
from the multiproduct nature of the telecommunications 
industry ",19 has been the basis for arguments for state 
control of telecommunications. Theoretically, natural monopoly 
gives an industry economies of scale and scope. A natural 
monopoly is unsustainable in the sense that rival forms in a 
given market "have financial incentives to compete away parts 
of the monopolist's product offering, even though the 
monopolist could have produced the entire output of all forms 
at the least price". A contestable market is basically one 
"in which the threat, if not the reality, of cofflpetition 
exercises the same kind of discipline towards socially 
desirable pricing and output on the part of the monopolist that 
regulation or perfect competition would offer" 
The main trend is arguments for deregulation and 
competition in the market mechanism. 
19 Meheroo Jussawalla, "Privatization and national 
priorities in the Asia-Pacific region", in Asian Journal of 
Communication• Vol.1, no.2, 1991. 
20 Snow, op. cit. 1985. p.283. 
'21 Snow, op. cit, 1986. p. 154. 
15 
i 
The existence/non-existence of natural monopoly and 
sustainability/unsustainability of natural monopoly are salient 
policy and often political issues in any country that is re-
examining its industrial structure of telecommunications. These 
studies, by verifying aspects of a natural monopoly and its 
sustainability in the telecommunications market, can imply 
directions of regulatory changes though other factors besides 
market forces function in decision-making processes.^^ 
Pricing How to price teleconmuinications pertains to not 
only economic calculation. An inertia or dynamic tariff 
structure is related to such vital policy issues as the 
telecommunications objectives (efficiency or equity) and 
regulation/deregulation in telecommunications. Many Xinds of 
pricing package have been advocated by economists. But the 
major controversy concentrates on the relative merits of 
demand-based (equivalent to value-based pricing) and cost-based 
pricing. Von Weizsacker argues that cost-based pricing allows 
the admission of private competition to public enterprises, 
while value-based pricing has advantages over cSOst-based 
pricing only "in terms of static efficiency and in terms of 
e q u i t y " H e has said that for the teleGommunications sector, 
the case for value-based pricing has become much weaker and the 
22 For example, in case of unsustainable monopoly, 
economic liberals will argue for a change (usually competition 
and deregulation) to contestable telecommunications structure. 
But some may call for the protection of an unsustainable 
monopolistic market to maintain a regulated telecommunications. 
23 Carl Christian von Weizsacker, "Free entry into 
telecommunications?", in Snow (ed.), op. cit. p.31. 
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case for cost-based tariffs has become much stronger, as a 
result of technological changes and concomitant changes iin cost 
structure. Basically, most writers in telecoimunications | 
pricing area favour a more efficient pricing structure and the 
eventual structural deregulation of telecommunications.^^ 
Demand,_Production, Cost. Investment and Other Market 
Issues 
Other market factors in telecommunications, including user 
demand, cost and production functions as well as investment 
behaviour in telecommunications infirastiriictuires and. services I 
have also drawn many researchers丨 attention. Studies in these 
areas shed light on particular policy issues. For example, to 
determine the pricing plan and the services to be offered, the 
question of to what extent price elasticity and income 
elasticity exist with respect to different service demand 
should be answered. In teleconmuinications investment, it is 
suggested that though many countries have experienced 
increasing productivity in and gained great benefits from 
extensive investment in telecommunications, careful studies of 
investment behaviour in such a capital-intensive sector as 
telecommunications is very important 
Telecommunications and Macroeconomic Development Besides 
孔 Snow, op. cit. 1986. p.157. 
25 Robert J. Saundres, "Telecommunications in the 
developing world: Investment decision and performance 
monitoring", in Telecommunications Policy. December 1983. 




the microeconomic focus on market structure, economists also 
inquire into telecommunications policy taking a macroeconomic 
perspective. The primary direction of this macro research is 
I on the relationship between telecommunications and overall j 
i economic development. 
The contribution of telecommunications to domestic and 
international economies drew a lot of attention in early 1980s 
when the International Telecommunications Union (ITU), the 
Organization of Economic Cooperation and Development (OECD), 
the World Bank and other international organizations began to 
explicate the relationship between telecommunications and 
economic development. ^^ At least the economic contribution of 
i 
teleconununications infrastructure to the Gross National Product 
(GNP) is admitted, though there are debates over the causal or 
bidirectional relationship between telecommunications and 
development as well as the social impacts. While some stress 
the social malfunctions (inequality, urban^and-elite 
concentration, international dependency, etc.) caused by 
telecommunications development, some argue that the cost-
benefit analysis often used in such research does not capture 
all the contributions of telecommunications investment� by 
ignoring the external economies of telecommunications• 
Clippinger, after balancing the arguments in favour of 
extensive telecoimnunications development against those of the 
26 ITU in 1983 developed the International Independent 
Commission for Worldwide Telecommunication Development and 
published a book entitled "Teleconrnmnications and Development". 
The World Bank also produced a book "Telecommunications and 
Economic Development" in 1985. See Heather E. Hudson, A 
Bibliography of Telecoimnunications and Socio—economic 
Development. Artech House, 1988. 
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critics, concludes that the problems of telecommunications 
development in LDCs are not technological in themselves, but 
primarily lie in their lack of market mechanisms whereby user 
preference and needs can be expressed. ^^ 
To summarize the economic inquiry, what is typical of 
th印e studies is their emphasis on market forces in 
telecommunications development. In particular, these market 
forces are regarded as the impetus and accelerator of the long-
term trend toward deregulation and competition in 
telecommunications in some more developed market ecbnomies, 
where researches also flourish. Industrial organization, 
pricing methods, demand, cost and other market factors in 
telecommunications are all said to be undergoing changes, 
caused mainly by the 
liberating forces of 
technological advancement. 
The intrinsic logic of this / C l a t i ^ 
y V technology ) 
argument can be seen from ^ 
Figure 1.1. Largely, the /"'^ i^ sh^ T^^  
(^onomyof ) ( economy pf ) 
development of cost- \scaie 」 
effective technology is ^ / 
(decentralised) 
followed by the reduction of V policy J 
the economy of scale and the 
Figure 1.1 Th« Dynamic of Technology ^ . , - and Markot Forco erosion of the economy of . 
scope. Technology-driven and 
John H. Clippinger, "Can communications development 
benefit the third world?", in Telecoitmmni cat ions Policy. 
September 1977. pp.298-304. 
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market-driven forces are thus able to make the entry into 
telecommunications sector easier and even make the sector 
liberalize. 
) 
1.1.3 Telecommunications in Political Inquiry 
When it comes to political inquiry into 
telecommunications, the situation is really chaotic. Many 
writers have proposed •theories丨 concerning 
telecommunications.Generally, political inquiries focus on 
the role of political structure and the interactions of various 
actors within the institutional structure in shaping the 
performance of telecommunications, e.g., in affecting the 
service, price, technology and other important variables in 
telecommunications markets. As shown below, its implications 
often compete with those of technological and economic 
inquiries in that, in emphasizing the very political and 
strategic nature of telecommunications, it does not think 
technological advancement and market forces can automatically 
push telecommunications toward competition, domestiGally and 
internationally. 
Some researchers centre on the 'state* as the analytical 
level, treating it as separable from its constituent parts. 
Their common approach is to assume the state, as a decision-
28 You will find, at a quick glance over the literature 
on this subject, many a so-called theories concerning 
telecommunications derived from various political theories, 
such as public interest theory, statist theory, status quo 
theory, taxation theory, organic theory, institutional—t 
theory, social contract theory, mediation theory, regulation 
market theory, capture theory, etc. 
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making entity, pursues the 'national interest,.29 so statist 
theory holds that telecommunications is so important to 
national security, social cohesion and the economic system that 
it is natural for the government to regulate this sector. 
Public interest theory believes in the capability of government 
to "keep monopolistically structured industries from earning 
supranormal profits" for public interests by substituting 
administrative and legislative rules for market forces. ^^ 
Strategic game theory and status quo theory see the state 
regulation as conferring implicit legal rights on the status 
quo by shielding economic actors from sudden changes in the 
economic environment and moderating the ebb and flow of wealth 
redistribution between consumers and p r o d u c e r s T h i s 
I 
argument is no different from that of taxation theory.^^ 
Some studies in political inquiries concentrate on the 
societal structure and the bureaucratic organizations of 
teleconmuinications. The working guideline behind their 
inquiries is that policy is just an output of a bureaucratic 
Roger Noll, "The political and institutional context 
of communications policy", in Snow (ed.), op. cit. p.51. 
如 Ibid. � 
Marcellus Snow, "Regulating telecommunications, 
information and the media: An agenda for future comparative 
research", in Snow (ed.), op. cit. See also James A. Montanye, 
••Telecommunications regulation and public choice", in Mark D. 
OfStrom and Dan J. Wedemeyer (eds.), Pacific 
Telecommunications Council 14th Annual Conference: Proceedings. 
Honolulu: PTC, 1992. 
see Bruce Owen, and Ronald Braeutigam, The Recfulation 
Game: Strategic Use of the Administrative Process. Ballinger, 
CamlDridge MA, 1978; Montanye, op. cit. 
工 bid. 
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process with its own dynamics.^^ For example, institutionalist 
theorists have made explicit analyses of the effects of 
different institutional structures (e.g., the electoral and 
organizational system) upon the outcome of teleconrniunications 
performance and policy.^^ Snow, along the same line, discussed 
the different consequences of • corporatism• in smaller European 
countries, politics and 丨proceduralism• in America丨s upon 
telecommunications sector 
Some scholars go deep into the political structure to 
explore the interactions among the many actors within it. The 
stakes of different interest groups are measured, but the 
public is generally ignored. The government is seen as a "black 
box mediating between the forces acting on it and the policy 
outcome it p r o d u c e s " I n t e r e s t group theory, capture 
t h e o r y , mediation theory, social contract t h e o r y , 
structuration theoryregulation market theory/^ etc. all 
Gail Crotts, and Lawrence M. Mead/ "The PCC as an 
institution", in Leonard Lewin (ed.), Telecommunications and 
Interdisciplinary Survey. Washington: Artech House, 1979. 
35 Noll, op. cit. � 
兄 Snow, op. cit. 
Snow, op. cit. p.284. 
！ 
兄 See Noll, op. cit. and Snow, op. cit. 
刃 Montanye, op. cit. 
40 See Patrick R. Parsons, "Defining cable television" 
Structuration and public policy", in Journal of Communications. 
Vol. 39, No.2, Spring 1989； and Rohan Samarajiva, and Peter 
Shields, "Integration, telecommunications and development: 
Power in the paradigms", in Journal of Communications.. Vol.40, 
No.3, 1990. 
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‘ b e l o n g to this line of inquiry. Here, telecommunications, or 
more generally information technology, is not merely technology 
for using and processing information, but fundamentally 
technology for the exercise and control of power. The outcome 
of any telecommunications policy is thus the power balancing 
of the competitive interest forces or the mutual cancelling of 
the political pressures they exert. 
Political inquiries in telecoirmiunications also take a 
legal approach to investigate the political forces in 
influencing the changes of telecomniunications• It is found that 
objective notions such as equity and fair play as well as legal 
requirements of due process and adversarial discovering 
procedures are often appealed to argue for regulation. This is 
especially true in international telecommunications Where many 
conflicts exist and relevant international laws are often 
resorted to in telecommunications debates/^ Often, since 
these legal assertions emphasize more normative concerns than 
objective concepts such as allocative efficiency and cost 
See Montanye, op. cit. and George G. Stigler, "The 
theory of economic regulation", in Bell Journal of Economics 
and management Science. Vol.2, No.l, Spring 1971. pp.3-21. 
� 
The opening of services trade negotiations with regard 
to international telecommunications within the Uruguay Round 
and the shift of discussion forum concerning telecommunications 
services from ITU to General Agreement on Tariff and Trade 
(GATT) is a dangerous sign for those countries that object to 
free competition in international telecommunications trade. 
This is due to the different legal tradition and approach 
between ITU and GATT with respect to international 
telecommunications trade. See Peter F. Cowhey, "The 
international telecommunications regime: The political roots 
of regimes for high technology", in International Orqanizatioru 
Vol.44, No.2, Spring 1990. pp.171-199; and R. Brian Woodrow, 
"Tilting towards a trade regime: The ITU and the Uruguay Round 
service negotiations", in Telecommunications Policy. Angus七 
1 9 9 1 , p p . 3 2 3 - 3 4 2 . 
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‘ minimization, they do not reflect economic optimality or even 
reality 
Overall, political inquiry in telecommunications 
underlines the political forces in dictating telecommunications 
development. These forces come from, among other things, the 
nation-state's need for the protection of the national 
interest, structuration of the social system, group politics 
and related laws. 
1.2 TOWARD A PLURALISTIC APPROACH TO TELECOMMUNICATIONS 
Table 1.1 is DIFFERENT DIFFERENT DIFFERENT ^ 
INQUIRIES FOa IMPLICATIONS a summary of the 
different foci and Techno.og.ca, ！：：；^^  
policy implications 
Economic market market-driver^  
of d i f f e r e n t Imperative 
approaches. Political political verities policy-driven 
On the one 
, , , . Tablo 1.1 A Summery of the Technological, Economic 
n a n a , a i m o s r and Political Inquiries into Telecommunications 
standing in the 
same line, the technological and economic inquiry believe in 
the unavoidable impeiratives (e.g. , deregulation and 
competition) of technological and market rationality. 
Technology- or market-driven policy in telecommunications is 
thus implied. On the other hand, pulling in a different 
direction, political inquiry emphasizes political verities, 
such as national interests, social and cultural norms, etc. A 
policy-driven telecommunications policy, in which a nation-
Snow, op. cit. 1986. p.162. 
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state is expected to play important roles of intervention, 
protection, and etc, is favourable. 
Each of the three approaches, as shown here, describes 
some observable aspects of telecommunications development. But 
none of them, as it stands alone, is adequate for explaining 
the development of telecommunications. Obviously, policy making 
is a compromise among participants having different interests. 
Without exception, telecommunications development is a process 
of interaction among the various factors that each of the three 
modes of inquiry emphasizes. In telecommunications policy, we 
often see the conflicting interdependence of technological, 
economic and political factors, especially in some 
industrialized countries which are undergoing regulatory 
changes•“ Which factor triumphs in the end depends to a large 
extent on whether the policy-makers place the burden of 
telecommunications changes on the discretion of the traditional 
PTTs, on the market-oriented entrepreneurs, or simply on 
pragmatism 
Sometimes, viewing telecommunications statically, we may 
find that one of the factors triumphs over others in dictating 
telecommunications change, and hence surfaces temporarily. If, 
““ For discussions on the conflicts between economic 
efficiency and social values in telecommunications and on the 
conflicting characteristics of telecommunications per se^ , see 
Noll, op. cit. Snow, op. cit. 1986. p.163. 
In Japan‘s change to privatization and competition in 
its domestic carrier, there has been interministerial conflict 
between the Ministry of International Trade and Industry, which 
favoured a industry-based approach, and the Ministry of Posts 
and Telecommunications, which preferred sociocultural goals. 
But the outcome is said to be the result of Japan's pragmatism. 
See Ito, op. cit. Snow, op. cit. 
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for example, a writer explains the state of telecommunications 
�•‘ development taking the political approach at a time when the 
political forces happen to be the dominant ones, he will be 
successful. But as we have seen, he will fail, bearing only one 
approach, to capture the dynamic interactions among the' said 
three dimensions and especially the fluctuating nature of 
changes in telecommunications. 
An integrative rather than a piecemeal and descriptive 
approach is thus needed to explore the interactive process of 
telecommunications development. 
Several authors have actually worked along this line/6 
One is Montanye, whose 'Public Choice Theory‘ states that:^^ 
(1) Regulation is almost inherent in the structuration of 
a social system; 
(2) Policy—makers have the self—interest and ittotivation 
as well as the incentives of rent-seeking to regulate 
telecommunications; 
(3) There exist forces (constitutional/statutory rules and 
technological-driven forces) which can check the ability of 
telecominunications regulators to pursue their self-interest; 
(4) With pressure, regulatory policies can be expected to 
change in step with the changes of the political and rent-
seeking incentives and the unrelenting pressures of technology 
and market forces. 
Liike Montanye, Katz uses both economic and political 
variables to explain communications developments and the 
“ For example, Harold E. Hill, "Broadcast control and 
regulation", in Leonard Lewin, (ed.), op. cit. Hukill and 
Jussawalla, op. cit. Peter J. Humphreys, "The international 
political economy of the communications revolutions: The case 
for a neo-pluralist approach", in Government and Opposition. 
Vol.25, Autumn 1990. pp.497-518. Ito, op. cit. Montanye, op. 
cit. Raul Katz, The Information Society: An International 
Perspective. New York: Praeger, 1988. Chapter 3. 
“7 Montanye, op. cit. 
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/ ‘ ‘ . 
diffusion of technological innovation/® But he goes further 
to explicate the tripartite interaction among economic, 
political and coirmmnication variables by weighing the relative 
importance of these variables with reference to specific 
historical epochs. According to Katz, in the first stage of 
social development一一nation building一一it is the political 
variable that closely controls the development of national 
communications/ in the second phase which is called 
‘infrastructure building for economic development•, 
communications development is driven by economic needs for the 
support of a communications network, but is still to a large 
extent subject to political dictation. Finally, in the third 
stage of 'maturity‘, the political variables decline in 
importance; on the contrary, the economic variables have itiore 
weight in determining communications development. 
The common feature of these authors‘ approaches is that 
both take into account the three forces we have been discussing 
to explain telecommunications development. This is what the 
pluralistic approach essentially implies. Specifically, the 
basic assumptions and the working mechanism of this approach 
to telecommunications are: � 
First, in telecommunications, which, by its very nature, 
involves technological deployment, market fulfilment and public 
policy making, all the technological, market and political 
factors should be taken into consideration to explain and 
predict telecommunications changes. 
Second, the rapid changes of cost-effective technologies 
站 Katz, op. cit. 
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can have an impact on the market structure of 
telecommunications. This is manifested in the improvement of 
service quantity and quality, cost reduction in these services, 
changes of the characteristics of the scale and scope of the 
economy. The rapid proliferation of innovative technology 
combined with the resulting changes in market structure will 
further generate forces pressing telecommunications changing 
toward liberalization. 
Third, political factors matter in this process. The 
direction of policy change may not always be dictated by 
technological and market forces. These political factors 
include any state intervention such as control of market 
access, regulation of service supply and promotion of 
industrial policy, etc. to protect national interest, secure 
cultural goals or simply to seek political 'rents * 
Fourth, there will be no single technological determinism, 
imperative of market rationality or political dominance in 
telecommunications development. If one does stand out at any 
particular time, it is not stable and enduring. Rather, the 
process comprises a reciprocal interaction among the tihree 
forces, as plotted in Figure 1.2. � 
Fifth, changes in telecommunications, therefore, depend 
on changes in technology as well as market and political 
structures. These changes can be predicted by weighing the 
relative force of each factor and analyzing the new 
49 It is generally agreed that government polidy-makers 
have the motivations and incentives of rent-seeking in 
regulating telecommunications. 'Rents‘ refer to votes and other 
private interests such as campaign contributions, self-esteem, 
etc. See Montanye, op. cit. p.690. 
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relationships among these — 
factors in changing contexts. 丨itics 
This is why we see, on the one / / \ \ 
hand, rather liberalized / / \ \ 
telecommunications in some J \ 
More Developed Countries \ t ^ ^ / 
NTechnology Economyj 
(MDCs) such as USA, UK and \ 7 
Japan, etc. where IT is ^ ^ ^ ^ ^ 
developing rapidly in a free 
, . , Figure 1.2 Technological, Economic 
economy and the governing ^ d Political InterLtions in 
administrations favour Telecommunications 
liberalization and competition; on the other hand, Eurc|pean 
countries having different political philosophies have taken 
different paths under the impact of high technology and the 
liberalization wave. 
Dyson and Humphreys, op. cit. 
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CHAPTER 2 THE ANALYTIC FRAMEWORK OF 
THE CHINA-HONGKONG TELECOMMUNICATIONS 
In Chapter 1, we suggest a pluralistic approach to the 
development of telecoimnunications• This approach takes as its 
essence the tripartite interaction among technological, 
economic and political factors. But our discussion so far is 
on their endogenous interactive relationships within a single 
system. Obviously the intended study of the China-Hongkong 
relationship in telecommunications involves two polities. The 
analytical level contains not only a domestic but also an 
international dimension. In this chapter, we will discuss 
the conflicting interdependence of technology, economics and 
politics in international telecominunications• It is shown that 
changes in national telecomnmnications reflect not only the 
complex irrteractions of a plurality of internal factors, but 
also the impact of a changing international telecommunications 
market. The proposed pluralistic approach is extended and 
restructured to incorporate the interaction between two 
polities in international telecoimtiunications. Finally, a iriore 
specifically structured framework with particular reference to 
the China—Hongkong relationship in telecommunication白 is mapped 
out. Various variables involved are conceptualized for analysis 
in the next chapters. 
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？ 丄 《 ， OLOGICAL, ECONOMIC AND POLITICAL INTERDEPENDENCE OP 
INTERNATIONAL TELECOMMUNICATIONS： THE EXTENSION OF THE PLURALISTIC APPROACH 
The industrial structure of telecoininunications and the 
world telecommunications market has been undergoing substantial 
transformations since last decade. ^^ The soaring figures in 
international trade in telecommunications equipment, technology 
transfer and foreign direct investment accompanying the growth 
of transnational communications corporations testify to the 
increasing integration of the world economy and the 
interdependence in international telecommunications. Domestic 
networks are no longer independent, but are affected by 
external events. This makes it impossible to differentiate 
clearly between domestic and international policy issues. ^^ 
Interdependence in international telecoininunications here means 
that national telecommunications developments have to take into 
account and react to the offerings and challenges, 
technologically, economically and politically, emerging from 
international telecommunications. As Dyson said: 
As telecommunications and 
broadcasting become assimilated into 
diplomacy and raison d'etat..•,in the 
complex and interdependent international 
world of the coirmuinications revolution, 
governments become aware of the 
opportunities and threats that derive from 
the ability to explore linkages across 
issues and contexts (in international 
51 Werner Neu and Thomas SchnSrihg, "The 
telecoimnunications equipment industry in recent changes in its 
international trade pattern", in Telecommunications Policy. 
March, 1989. 
Peter Robinson, "The international dimeiision of 
telecommunications policy issues", in Telecommunications 
Policy. April 1991. 
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telecommunications). ^^ 
This interdependence, having characterised international 
telecommunications in the past ten years or more, is a very new 
phenomenon. In the past, there existed only limited scope for 
international trade in telecommunications goods and services. 
Technological transfer was also limited, as the partial 
reflection of international mercantilism. Due to the 
monopolistic nature of telecommunications as a security-related 
industry, it is usually organized along national lines and has 
a high degree of independence. Products were mainly produced 
for national markets and sold to third world countlries only 
where possible. Among MDCs, one could only set foot onto 
another by setting up subsidiary companies.^^ The description 
by Humphreys reflects well the old structure of international 
telecommunications: 
international links (in international 
telecommunications) were characterized by 
a limited functional interdependence among 
the developed countries, and established 
patterns of dependence on the part of ex-
colonial Third World countries, rather ‘ 
than by fierce competition and conflict.^^ 
But the situation has changed a lot* Technologically, from 
the 1970s onwards, and especially in 1980s, there has been a 
fundamental and unprecedented advance in the technology of 
information transmission and, consequently, an accioitipanyin守 
Dyson, op. cit. p. 50. 
Thomas Schnoring, "Changes in telecommimications 
equipment trade: The case of Germany", in Telecoinitiunication 
Policy.June 1988. 
Humphreys, op. cit. p.507. 
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transformation in the ways business and the global economy are 
organized.56 The economic growth of nations has come to be 
inextricably linked to the international transfer of production 
technology as well as communications technology.^^ For LDCs, 
/ 
on the one hand, the acquisition of technology is one of the 
key issues in helping them to resolve problems of 
telecommunications underdevelopment. On the other hand, 
"once the product is standardized or the service is widely 
used in the home market, multinational corporations find it 
profitable to transfer the same technology in quest of lower 
production costs to developing c o u n t r i e s " , ^^  according to the 
product-cycle theory in international trade. Hence, 
theoretically, the absorption and transmission of IT has become 
an inseparable part of today's international 
telecommunications• 
Economically, trade in telecommunications equipment and 
services soared, especially among those industrialized 
countries which have liberalized their telecommunications 
m a r k e t s I n many countries, such as USA, UK, Canada, Japan, 
56 Janet Abu-Lughod, "Comnuanications: Spatial drift and 
the reconstitution of control", paper presented to the Workshop 
on Communication and Metropolis, East-West Centre, Honolulu, 
May 31-June 5, 1992. 
Meheroo Jussawalla, "Communication technology 
transfer: Impact on economic development", in 
Telecommunications Policy. December 1980. 
58 IR. R. Partono, "Major issues on the development of 
teleconununications", in PTC Quarterly. Vol.7, No.3, September 
1986. 
59 Jussawallla, op. cit. 1980. p.252. 
6° Neu and Schnoring, op. cit. 
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etc., telecommunications has developed from the old 
monopolistic arrangement to privatization and competition, 
particularly producing a deregulatory 'infection, worldwide. 
Even among developing countries, e.g., within ASEAN, policy-
makers have adopted or are seriously considering a model with 
more choice and competition instead of the traditional PTT-
dominated m o d e l M a n y Newly Industrialized Countries (NICs) 
in the Far East have emerged as very competitive suppliers on 
the world telecommunications, especially Customer Premise 
Equipment (CPE) markets, thanks to their abundant cheap labour 
and raw materials. What is more, the introduction of 
competition in international teleconmuinications has facilitated 
the expansion of many telecommunications MNCs into overseas 
markets .62 This expansion has become an integral part of the 
organizational structure and market variation in 
telecommunications • 63 
These changes, in technology and market, have created 
shock waves on many fronts in telecomiftunications• One notable 
phenomenon, among others, is, stimulation of the mutual 
61 Hukill and Jussawalla, op. cit. 
62 John Langdale, "International telecommunications and 
the trade in services: Policy perspectives", in 
Telecommunications Policy. September, 1989. 
63 Traditional trade theory treated foreign investment 
as the export of surplus capital from the industrialized 
countries to non—industrialized periphery in quest of higher 
rates of return. But now, besides the pursuit of high profits 
in their expansion process, the dynamics of MNCs丨 expansion are 
now a part of the organizational structure. See Meheroo 
Jussawalla, "International trade theories and coinmunications", 
in Meheroo Jussawalla and D.M. Lamberton (eds.) , Coiimiuiiications 
and Economic Development. Honolulu: East-West Centre, 1982. 
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diminution of national barriers to entry for foreigners• 64 
Just as the theory of comparative advantage predicts, as 
"capitalism has spread across the globe, transnational flows 
of trade and investment have affected all c o u n t r i e s " • 
Powerful as these technological and economic forces seem 
in influencing cross-border telecommunications relationships, 
technological and market imperatives should not be considered 
the only factors at work in international telecommuniGations. 
One point we should bear in mind is that not evety country 
shares the same view 七hat free trade in telecommunications 
based on the logic of coitiparative advantage and the 
satisfaction of consumer preference is the most favourable. The 
road to the open market as contended by comparative advantage 
theorists is full of blockages of protectionism and 
mercantilism. 
This is especially true in international 
telecommunications where national sovereignty and interests are 
immortal excuses in bargaining and negotiations. In the 
transformation of telecommunications industry structure and 
changes in telecommunications trade, political disputes and 
collisions in telecominunications, along with business 
competition, are fierce. Indeed, the telecommunications sector 
is increasingly subject to the complication of economic 
statecraft and diplomatic politics. The trade friction between 
the US and Japan is but one of the many examples. Concerning 
64 Humphreys, op. cit. 
65 T. Skocpol, States and social revolutions. New York: 
Cambridge University Press, 1979； p.20. 
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telecommunications, the US has intervened several times against 
Japan Is protectionism, and forced Japan to open its 
telecommunications services to the American MNCs in late 1980s. 
In Western Europe, the diverse strategic pills taken by 
different countries under the epidemic of liberalization are 
largely predisposed by the different political philosophies of 
these countries. In the often discussed three cases of UK, 
France and the former West Germany, for example, the 
Thatcherite Britain undertook an uncoordinated deregulation, 
the Socialist France aimed at a controlled deregulation, while 
West Germany represented a middle way between 七hose of Britain 
and France, the produc七ion of compromise among the die-hard 
Bundespost, new telecommunications firms and services users.66 
The divergent paths in national telecommutii cat ions 
policies, in face of the broadly convergent market and 
technological imperatives, testify to the importance of 
political factors that "create, alter or destroy the bases of 
comparative advantage"^^ in international telecommunications 
markets, and more to the rationality of the pluralistic 
approach in accounting for the developments in international 
teleconmuinications • 
In sum, with the integration of world economy and 
interdependence in international telecommunications, national 
66 Kelvin Morgan, and Douglas Webber, "Divergent paths: 
Political strategies for telecommunications in Britain, France 
and West Germany", in Dyson and Humphreys, (eds.), op. cit. 
67 p. Dicken, Global Shift: Industrial Chancre in a 
Turbulent World. London: Harper and Row, 198 6, p.13 6. 
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telecommunications development� ‘ " syit^ 
i s increasingly subject t o 七he Technology """ Economy~ 
influences of external — /"^V^^poiitic 1 
technological, economic an 
political forces. Changes in ~ � 
i n t e r n a t i o n a l 
telecommunications have • 
created technological, • { \ 
economic and ideological 
Technology Economy 
pressures to each other. This — 
System B 
situation is characterized by 
. , ^ , . , Figure 2.1 Structural Interactions among •cne c o n f l i c t u a l Technological,Economic and Political 
. Variables at the International Level 
i n t e r d e p e n d e n c e among 
technological, economic and political forces. 
The structural interaction among the three factors (or 
variables) at the domestic and international level is shown in 
Figure 2.1. Clearly, this interaction involves very complex 
processes. 
At the international level, interaction in the 
technological dimension is indicated primarily by technology 
transfer among countries, in the economic dimension by trade 
and direct investment in telecommunications equipment and 
services, in the political dimension by ifiternational politics. 
2.2 THE ANALYTICAL FRAMEWORK OF THE CHINA-HONGKONG 
RELATIONSHIPS IN TELECOMMUNICATION^ 
As mentioned at the outset, the aim of this study is to 
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identify the mutual influences in telecommunications 
development between China and Hongkong, to explain how these 
influences are acquired and exercised, and ultimately to weigh 
and assess them. 
First, it is a basic assumption that •telecommuiiications• 
entails three dimensions: technological, economic and 
political. ,Telecommunications development* is thus a 
continuing process of interaction among the three factors, in 
pursuit of technological feasibility, economic profitability 
and political desirability. The pluralistic approach, taking 
into consideration all the three factors in explaining 
telecommunications development nationally and internationally, 
follows this line of argument. Our analysis of the mutual 
influences in China-Hongkong telecommunications thus will be 
conducted along the technological, economic and political 
dimensions in general, and as indicated above, will look at 
technology transfer, international trade and investment in 
telecomiTUinications, as well as bi—lateral politics in 
particular. 
Research in international and coitiparative politics have 
established well that the impact of external forces upon 
internal affairs will intensify with the tension in 
multilateral relations and the decline of stability and 
autonomy in internal decision-making mechanisitts• 68 The 
economic and political reforms in China, characterized by the 
68 Karl W. Deutsch, "External influences on the internal 
behaviour of states", in R. Barry Farrel (ed.), Approaches to 
Comparative and International Politics. Evanston: Northwestern 
University Press, 1966. 
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decentralization of policy-making, and transfer of Hongkong»s 
administration, typified in the shift of power structure, has 
given impetus to the strengthening of the China—Hongkong 
relationship in telecomirmnications. The latter will, in turn, 
catalyse future telecommunications changes in China and 
Hongkong. 
In the interaction between different telecommunications 
systems, the dominating force in a system will exert greater 
influence upon the outer system than other domestic forces. 
This force can be considered to be of 丨general influence'. The 
cross-system mutual influences will be a major reflection of 
the interactions between the dominating factors of separate 
systems, though other factors also function in this interactive 
. I . 
process. Therefore, by identifying and comparing the dominating 
factors, we can assess one entity's influence upon ahother. 
The theoretical 
a n d a n a l y t i c a l ^ 
Changim China framework of the China- change 
f^H H i 
Hongkong relationship • CD © §" 
in telecommunications sources。f ! ： - 晏 
Influences o" ^  HJ 
is structured in Figure 色 1 
I 玄 
2.2. Interaction in the ^ 
y y change 
t e l e c o m m u n i c a t i o n s Changin^ongkong 
between China and • 
Hongkong takes place at 
three general levels : F i g u r e 2.2 The Theoretical and Analytical Framework of 
• the China-Hongkong Relationship in Telecommunications 
technology transfer, 
trade and investment in telecoirnnunications, as well as bi— 
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lateral politics. Further, changes in the telecommufiications 
environments of China and Hongkong intensify the interaction, 
which, in turn, generates changes in China and Hongkong‘s 
telecommunications development, thus forming a continuing 
interactive process in telecoinmunications between china and 
Hongkong. The aim of the study is to ascertain how china and 
Honkgong exert influences upon each other in this interactive 
process and what the nature of these influences imply for the 
telecoimnunications development of both. 
Specifically,七he analysis of 七he mutual influences in 
telecommunications between China and Hongkong will be processed 
in the following steps: 
First, we look into the telecominunications envirormients 
of China and Hongkong and their developmental experience in the 
past decades. Different development models notwithstanding, 
both have begun to show changes in their telecoininiifiications 
environments recently. The dominating forces of general 
influence are identified in China and Hongkong respecrtively• 
Then the question of how the influences cross China and 
Hongkong are exercised is answered by examining technology 
transfer, international trade and foreign direct investment as 
well as the bi—lateral politics between the two entities. 
Meanwhile, the balancing of the dominant forces on both sides 
is discussed to assess the mutual influences in 
telecommunications between China and Hongkong. 
I 
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CHAPTER 3 TELECOMMUNICATIONS ENVIRONMENT 
IN CHINA： A POLICY-DRIVEN MODEL 
The examination of the telecommunications environments of 
China and Hongkong in this and next chapter is to show the 
backgrounds of various influential factors. This can indicate 
the nature of the influence these factors produce. Another aim 
is to conceptualize a development model of telecommunications 
� for China and Hongkong respectively. 
3.1 POLICY PERSPECTIVE 
The sector of posts and telecommunications 
belongs to the party and the country. Its 
basic task is to serve the party, the 
government and the military 
conscientiously, serve the various 
departments of the national economy, serve 
the people •••• The party and the 
government determined Posts and 
Telecommunications is one of the strategic 
priorities of the national economy.... 
This speech by Yang Taifang, Minister of the Ministry of 
Post and Telecommunications (MPT) of China, reflects well the 
nature and functions of China's telecommunications. Generally, 
the Chinese leadership sees telecommunications as a means of 
national integration and bureaucratic networking, as well as 
political control. It is only recently that in China 
telecommunications has come to be recognized as an econpmic 
sector having its own development logic rather than merely a 
69 Yang Taifang, "Draw lessons from historical experiences 
and accelerate the construction of a modern communications 
network of the Chinese characteristics", in Management of Post 
and Telecommunications Enterprises. May 1989. p.2-4. (In 
Chinese.) 
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governmental service sector. Undoubtedly, telecommunications 
in China has been highly valued, but usually politically rather 
than economically. This situation was very clear in the early 
stages of development of the PRC's telecommunications. 
Immediately after the foundation of PRC, the governmintal 
MPT was formally established in Beijing, on November 1, 1949, 
to reintegrate the national system. The MPT completed the basic 
national trunk network during the First Five Year Plan ( FYP, 
1953-1957), with Beijing as the hub linking the provincial 
capitals, major cities and important ports. Dramatic changes 
took place in China丨曰 telecommunications, with the 
communications centre shifting from Shanghai to Beijing. In 
particular, the national communications network based on 
traffic flow was replaced by one based on the distribution of 
the administrative regions.7� Significant increases in 
telecommunications capacity were implemented during this 
period, with the teledensity (the number of telephone sets 
owned by 100 people) rising from 0.05 in 1949 to 0.13 in 
1957. Once the basic network was in place, however, the 
central planners felt little need to expand telecommunications 
services. Thereafter, telecoirmmnications capacity did not girow 
70 Gao Yangzhi, Shanghai Communications 1949-1988. 
Shanghai, 1989. p.337-340. (In Chinese.) 
William H. Davidson, Wang Dongmin and Sandra C. Horn, 
"Telecommunications policy and economic development: Models for 
the People's Republic of China", in China Economic Review. Vol.l, 
Spring 1989. China's Development in'Post and Telecommunications. 
Beijing: New Star Publishes. 1990. (In Chinese.) 
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as rapidly as other infrastructures until the turn of 1980s.^^ 
As for international communications, it is doubtful whether the 
only projects attempting to link with the outside, including 
the installation of three satellite earth stations in Beijing 
and Shanghai and the layout of a submarine cable between 
Nanhui, Shanghai and Riehoku, Japan, would have come into 
reality in the early 1970s if diplomatic relations with America 
and Japan had not normalized at that time.乃 
In a planned economy, the investment rate in different 
sectors is set by the government and is thus subject to 
political variation. The distribution pattern of China's 
capital investment in telecoirmmnications during the past nearly 
forty years, as shown in Figure 3.1, is commensurate with the 
political reality of China. Prior to 1981, only 1958 and 1974 
had an impressive investment rate (i.e., the capital investment 
in the sector of post and telecommunications as % of China's 
total capital investment), of 0.74 and 0.73 respectively. But 
this can be accounted for wholly by the •Great Leap Forward‘ 
72 In Beijing, for example, from 1949-1979, water 
consumption increased 46 times, electric output 3 2 times, but 
telecommunications capacity only 7 times. See Wang Davidson and 
Sandra, op. cit. F.J. Norman, "Development of telecommunications 
in South Asia and China", in Telecommunications Journal. Vol.48, 
No.6, 1981. In Shanghai, the same imbalance existed. During the 
same period of 1 9 4 9 一 1 9 7 9 , industrial capacity increased 2 6 times, 
but that of telephone system only 1.39. See Zhang Manjun, "The 
future of Shanghai's residence telephones", in Forecasting. March 
1987• (In Chinese.) 
73 The first earth station for satellite communications 
used in China was a portable one and was brought from the.US by 
the Americans to transmit the former American President Nixon's 
visit of China in 1972. The Chinese government later bought the 
equipment and began to research on satellite communications. See 
China's Development in Post and Telenomfflunications• op. cit. In 
1972 China built up official diplomatic relationship with Japan. 
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movement beginning in 1958 and the reiteration of the "Four 
Modernizations* in 1974 
Today, China's f � 
telecommunications / 
1 . 2 " f 
is still dictated ^ 
by governmental * “ “ /s/ 
policy. Even the i \ 
progress it has 
0 •••雇•••» • • • •通• I I » I I I I I • • 1 • I • • I 暴蓮• • I I • •舊 � made in the past ” “ ®® ®® 62 64 ee ee 70 72 74 76 78 eo 82 “ se 88 90 
Year 
ten years can be Figure 3.1 Investment Rate of China's Posts 
Te lecommunicat ions: 1952-1990* 
attributed mainly 
* Data for the period of 1966-1971 are not available, 
to the government • s due to the Cultural Revolution. 
. Source: China Statistical Yearbook. 1988-1991; The 
p r e f e r e n t i a l Development of China's Transportation and Post and 
. . Telecommunications. China Statistic Press. 1989. . 
policies toward ' 
telecommunications in investment rates, tax and revenue 
retaining.75 工n the first place, since the sixth FYP (1981— 
1985), transportation and telecommunications have been a high 
priority in economic and public policy planning. Investment in 
telecoihinunications capital construction has increased from 
0.384 billion yuans in 1980 to 2.669 billion yuans in 1990. 
Several times when China implemented rough measures against its 
over-rapid economic expansion, the MPTs, as priority industry, 
In 1973, Deng Xiaoping, under the protection of Premier 
Zhou Enlai, resumed his post of vice—Premier* and other positions 
in the Chinese Communist Party (CCP)• The •Four Modernizations', 
i.e., modernization in agriculture, industry, defense, and 
science and technology, was reiterated on the eve of the fourth 
People‘s Congress which was held in 1975. 
75 Wang Zhenghu, "On the problems and strategies of 
China‘s telecommunications development", in Management of Post 




escaped severe cuts in investment budget that other industries 
suffered. What is more, the MPT, from 1982 onwards,丨 was 
permitted to retain 90% its profits and foreign exchange income 
for its own use, whereas by comparison the State typically 
collects 55% profits tax from other industrial enterprises.76 
Generally, the public ownership characteristic of China's 
societal system determines telecommunications to be a public 
sector enterprise subject to government surveillance and 
intervention. In China, the reason for the PTTs monopoly has 
nothing to do with economic or market explanations, but with 
its political system and ideology. In the first place, there 
is no natural monopoly in China‘s telecommunications. The 
economic arguments based on economy of scale and economy of 
scope are just not applicable in the Chinese context. Secondly, 
other economic viewpoints in favour of public ownership of PTTs 
(for example, markets failing to meet social objectives ), is 
also spurious here. This is because the limited development of 
telecommunications services in China has not been mainly for 
public users but for the strategic areas of commercial, 
bureaucratic, as well as military and naval c o m m u n i c a t i o n s . " 
� 
76 Chris Brown, "Telecommunications", in The China 
Business Review. July/August, 1982. pp.43-45. 
77 See Meheroo Jussawalla, "Telecommunications technology, 
deregulation and economic development", in Media Asia. Vol.16, 
no. 1, 1989. During 1970s, because of the long ignorance of 
telecommunications construction and increasing demands from the 
industry sectors, many residential telephone lines were removed 
to reserve space for office telephone. The result was, that in 
1970, there were only 960 residence telephone users in Shanghai, 
1.9%'of the total telephone users, compared to 36.6% residential 
users in 1949. Today, there are still disputes over the 
residential telephone services. Some object to increase this kind 
of service because the present price structure in China makes it 
unprofitable. But others insist on furthering this service for 
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No social equity, in whatever sense, is secured. No 
distributional balance in telecommunicatioiis facilities and 
services across the country is achieved.78 An efficient 
communications network may be what the Chinese government 
needs, but not what it wants.79 
3•2 TECHNOLOGY PERSPECTIVE 
Research and Development (R&D) in China's technology has 
long concentrated on defense technology. Accordingly, the 
technological development in telecommunications leant toward 
space technology. China can now compete in the international 
market in satellite launching. A domestic satellite 
communication network, consisting 22 large and small earth 
stations and three satellites, has taken shape.Satellite 
communication is also the major medium for China to link io the 
outside. 
Overall, China lags far behind other countries in new 
technologies deployment. Though China has used digital 
microwave, optical fibre and satellites in transmission, 80% 
of its telecommunications transmission is through open air 
� 
the considerations of both social objectives and the market 
potential these users will generate, see Zhang Manjun, op. cit, 
78 Paul S.N. Lee, "Dualism of communications in China", in 
Telecommunications Policy. December 1991. 
79 "Telecommunications in the Far East", in Datapro. 
December 1990. p.103. 
80 China Telecommunications Construction, Vol.3, No. 1, 
1991. p.47. 
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lines.81 In switching equipment, Stored Program Control (SPC) 
switching occupies only 30% of the total switching capacity.^^ 
Within a rather long time, China's technology in 
telecoimnunications network will be a hybrid of open air lines, 
coaxial and optic fibre cables, microwave and satellite links 
in transmission and of manual, mechanical (including step-by_ 
step and cross bar) and SPC in exchange switching.®^ 
In China, there is no technological dynamism in the 
innovation and diffusion of technology. The process of 
technology development is not embedded in a web of market-type 
I 
relationships, but is a part of the larger administrative 
hierarchy. The driving forces behind investment in new 
technology generally have less to do with "capturing protected 
surpluses or accepting greater risks in anticipation of high 
returns than with attaining a variety of more collective-type 
goals".84 While market pressures are weak, other innovative-
81 Lin Fatang, "On the adjustment and reform of China's 
communications and telecommunications", in Wang Derong, et al 
(eds.), Studies on Industrial Policies of Communications and 
Transportation. Beii ing: Science and Technology Press, 1989; (In 
Chinese.) 
82 Yang Taifang, op. cit. � 
83 Zhu Gaofeng, "On technological policy of post and 
telecoimnunications", in State Science and Technology Commission 
(SSTC) , Policies of Information Techno.loqy Development. Beijing: 
Science and Technology Press, 199 0; pp.228-229. (In Chinese.) 
84 Denis Fred Simon, "China‘s high-tech thrust: Beijing's 
evolving approaches to the process of innovation", in China 
Econoinic Review. Vol.1, Spring 1989. p.75. It is usual for China 
to mobilize a highly selective number of qualified scientists and 
engineers to undertake some strategically important projects. 
This has resulted in some impiressive technological breakthroughs 
which are of the highest world standard, e.g, in the field of 
nuclear physics, space technology, aeronautics and 
superconductors, etc. 
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generating forces, such as national prestige or military 丨 
sponsorship are strong.^^ 
Since most of the R&D activities were pushed by top-down 
decision making and strategic project selection, there have 
been few chances for technology to meet the market demand and 
serve the whole economy. The lack of links between technology 
and production further has led to much technological 
backwardness in the whole economy and lack of dynamics in 
technological development. By far, technology is still the 
bottleneck in China‘s telecommunications development. 
1 
3.3 MARKET PERSPECTIVE 丨 
Since 'market mechanisms‘ are new to China‘s economy, it 
is still early to claim the existence of market mechanisms in 
China‘s telecommunications, though a tendency toward 
decentralization and competition in some fronts has surfaced. 
Given its limited capacity for equipment manufacturing, slow 
technical progress, incapability to meet the vast service 
demand and to financing itself as well as other systemic 
problems, China's telecommunications could hardly survive 
itself without the government‘s vast subsidies and favourable 
policy. 
Under China‘s centrally planned economy, the supply and 
demand in telecommunications manufacturing are ‘arranged* by 
the Government between two major telecommunications equipment 
producers, the MPT and the Ministry of Machine Manufacturing 
and Electronic Industry (MMEI). Each of the two ministries 
扔 Ibid. 
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controls its own factories and affiliates for production. To 
avoid competition, it is set by the State Planning Commission 
that MMEI is the primary telecommunications supplier while MPT 
the user with some manufacturing activities. Further, the 
equipment produced by MPT will be deployed in public networks 
while those by MMEI will be consumed by the military and 
private network operators.86 Besides, the Government assigns 
what a factory should produce. For example, the production of 
lightguide fibre is allocated to MPT factories in Shanghai and 
Wuhan, satellite earth stations to MMEI in Nanjing, pulse code 
modulation to MPT in Chongqing, etc.87 The reason behind this 
is •cooperation and harmonization•, but by so doing no 
economies of scale and synergy of R&D can be attained and 
distortion in telecommunications market has resulted. 
In telecommunications service, China•s telecommunications 
has long been a money-loser, contrary to the common knowledge 
that telecommunications is a hugely profitable business. On the 
one hand, the price for public telephone services is almost the 
same nationwide and is kept at a far lower rate than the cost. 
On the other hand, rates for such new services as paging, 
mobile phones, express mails, etc. are surprisingly high. It 
was reported that some service providers 丨equate profits to 
price raising ‘ ； many users have been scared away by the 'over-
incireased* return on telecommunications services from the 
86 Ken Zita, "Telecoirmuinications: China ‘ s uphill battle to 
modernize", in The China Business Review. November/December, 
1989; p.20. 
87 Ibid. ‘ 
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public network and are developing their own private network.®® 
These are but several aspects of China's central planning 
and monopoly in telecommunications. This system is facing 
serious problems in front of the rapid technology change, vast 
market demand, sector competition, financing constraints and 
not least the foreign entry into China is telecommunications 
market. It is clear China's telecommunications, driven by the 
government丨s policy and state-governed mechanisms, have to 
change to accommodate the emergence of new technology and new 
service, to generate a capital market, and to make use of the 
opportunities foreigners offer, if it wants to realize its 
vaunted objectives. 
3.4 CHANGING ENVIRONMENT 
The adoption of an open door policy and the change toward 
'market economy丨 in China was not only the result of Deng 
Xiaoping's political success but also determined by the 
intrinsic flaws of the centralized system. As for 
telecommunications, its significance in supporting economic 
activities, its high economic stake and the strategic role it 
plays in the transformation toward an information society 
called close attention of the Chinese leadership in the early 
1 9 8 0 s . 8 9 since then, changes in telecominunications have taken 
place in many fronts though the issue of systemic reform is yet 
88 Wang Zhenghu, op. cit. 
89 The former Premier Zhao Ziyang, after reading Alvin 
Toffler's The Third Wave, introduced the idea of ，new 
technological revolution' in China in the early 1980s. Following 
that, discussions about •information revolution• became heated 
in China. 
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to be brought to the table of the policy-makers. Among others, 
these changes include: 
(1) A series of measures have been taken to reform the 
technology system and to accelerate research in high-
technology. 90 Market operations were introduced into 
technology innovation and transfer to integrate S&T with 
production. Several ,Silicon Valleys' appeared in China's big 
cities, with Beijing's •electronic street' in Zhongguanchvin the 
most successful. The latter has now approximate 150 non-
governmental science and technology firms, becoming a 
powerful locus of technology dynamism. 
But in strategic areas, guidance from the central 
government is still an important motive force behind S&T 
policy. Several famous high—tech initiatives, such as the Spark 
Plan, the High-tech Plan (Baliusan plan) and the Torch Plan are 
all planned, funded and led directly by the Government. 
(2) The appearance of vast market demand in 
telecommunications. The telephone has become to be regarded as 
much as an everyday necessity as colour televisions and 
� 
卯 See Simon, op. cit. and Denis Fred Simon, "China»s 
drive to close the technological gap: S&T reform and the 
imperative to catch up", in China Quarterly. 1989. 
91 Simons, op. cit. 1989. p. 83. 
92 The Spark Plan is designed to help diffuse 
technological innovation in agriculture. The Baliusan (863) 
program focus on seven high-tech areas, namely, aerospace, 
bioengineeiring, information, laser, energy, automation and new 
material. In information technology, five priorities were set: 
computers, telecoirrniunications, software, integrated circuits, and 
sensors. The Torch Plan is devised to help diffuse these high 
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1983 to 1989, China Is communications capacity met only about 
50% of social demand. It is said that without policy 
restrictions, demand for telephone services would be much 
more. ^^ 
In telecommunications equipment, the market is steadily 
growing. According to the Pyramid Research estimate, China had 
a US$720.7 million market for telecommunications equipment in 
1988. The figure will rise to US$1.25 billion by 1993.95 
China's booming market in Private Branch Exchange (PBX) and CPE 
testified to the growing demand for telecommimications 
93 By the end of 1990, China has 12.6 million telephone 
sets nationwide. China Telecoirmuinications Construction. Vol.3, 
No.1, 1991. p.46. 
. 1 
94 Wang Zhenghu, op. cit. In China, a prospective user of 
telephone service is usually required to pay an unreasonably high 
deposit and make other commitments, thus practically discouraging 
use of telecommunications services. 
95 See Jeggerey Sprafkin, and Ross O'Brien, "Keeping 
telecommunications on hold", in The China Business Review. 





equipment from business firms, private networks and family 
users. The rising market demand has double-edged implications 
for the MPT, exerting pressures upon the MPT on the one hand, 
generating chances of development on the other. 
(3) The tendency toward decentralization and local 
autonomy. This change is to a large extent the result of the 
financial constraints in China. The pouring of money into 
network modernization by the MPT, under the preferential policy 
of the Government, is more and more difficult to sustain 
because there are too many public sectors in China waiting for 
the care of the Government. In March 1989, the MPT announced 
that government investment in telecommunications would decline 
from about US$540 million in 1988 to US$270—450 inillion.96 
Before that, the investment by the MPT had already declined 
from 45% of the total investment in 1983 to 22% in 1987.97 工n 
order to divest the financial burden, a ‘responsibility‘ policy 
in infrastructure construction has been adopted in China. That 
is, the MPT is responsible for the construction of grade-A 
trunk lines (including mainly the international 
telecommunications lines, lines between the national and 
provincial capitals), using money allocated by the state and 
raised through other channels； governments at the provincial 
level are in charge of the construction of grade-B trunk lines 
96 sprafkin and O'Brien, op. cit. 
97 William P. Wang, "China: Adapting to new needs", in 
1992 Single Market Communications Review. Vol.3, No.2, 1991. 
p. 68. 
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within their areas and between various l o c a l i t i e s， w i t h the 
decentralization of telecommunications financing and given the 
poor state of infrastructure and service provided by the MPT, 
many local governments, governmental ministries and large users 
are taking care of their own needs through direct investments 
in telecommunications, gaining more and more autonomy in 
decision—making• 
(4) The emergence of competition among new services 
providers and between private network owners and the MPT. New 
services such as paging and cellular mobile phones has 
flourished in the past three to five years in wake of the 
technological development and market demand. The lucrative 
market of these marginal telecoimnunications services was so 
attractive that there emerged various communications companies 
which design and construct telecommunications facilities and 
provide telecommunications services• 100 A letter circulated by 
the State Council, entitled ‘Request to Strengthen the 
Communications Business and Conscientiously Put it in O r d e r� 
claimed that some entities, which are authorized to own their 
own private networks, used their facilities to illegally 
� 
98 China's Development in Post and Telecommunications, op. 
cit. p.28. 
99 It was reported that in Beijing, there are 12 radio 
paging stations. Wang Zhenghu, op. cit. More than 450 cities in 
China have opened paging service. The number of paging customers 
have passed 1 million. Besides, there are 20 cellular mobile 
telephone network with 7 0,000 users in China. Honqkoncr Economic 
Journal. May 8, 1992. 
• Even such departments as the People丨s Liberation Army 
(PLA) and the Radio Management Coimnission at various 
administrative levels could not help setting up business in 
telecommunications services. The Hongkong Economic Journal. 
January 1, 1992. 
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provide public services, and warned that the communications 
order in China has becoming seriously confused.i�� 
It is almost natural in China for some big enterprises and 
ministries other than the one responsible for the public 
network to make investment in their private networks to meet 
their own business and institutional needs, given the 
staggering public services. Ministries of Coal, Water, Electric 
Power, Petroleum and Railways as well as the PLA have long been 
private network owners. New coirmiuni cat ions systems, e.g. , owned 
by Ministry of Radio, Film and Television, Xinhua News Agency, 
Bank of China, the State Planning Commission, and many other 
companies and enterprises, are mushrooming. i�2 During the 
seventh FYP (1986-1990), the number of national private 
networks for long distance coimrmni cat ions has reached more than 
30. Most of them are better equipped than the public network 
and are very ready to run telecommunications services 
•illegally, .103 
This is why the above-mentioned letter issued by the S,tate 
Council reiterated that ‘ The MPT is the country ‘ s prime 
authority for the management of communications, which has the 
responsibility to control all communications business 
throughout the country‘ and 'major communications services must 
101 "The State Council's circular letter: The MPT must be 
the sole provider for all major P&T services", in China 
Telecommunications Construction, Vol.2, No.4, 1990. p.27. 
102 See Brown, op. cit. and Zita, op. cit. 
103 Wang Zhenghu, op. cit. 
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be provided solely by the MPT and its subsidiaries• 
(5) More and more foreign involvement in china's 
telecoiTonunications. The open door policy adopted as a 
development strategy in China predisposed the significant'： role 
of foreigners in China's whole modernization program. 
Essentially, this policy is to welcome the inflow of foreign 
capital and technology as well as other kinds of economic 
cooperation. On the one hand, multinational business competed 
to crowd into China's giant market, giving impetus and 
providing resources for China to open its doorJ^^ Qn the 
other hand, the insufficiency of production capacity, lack of 
self-sustaining technological progress, as well as the 
inability to accumulate capital to a great extent in China's 
telecoiimiunications forced China to open its market in return 
for utilizing foreign capital and having access to outside 
technological sources. Consequently, after China in 1979 
announced the breaking of the last two remaining ‘forbidden 
zones•-一acceptance of government-to-government loans and 
private foreign i n v e s t m e n t n o t only has foreign trade in 
telecominunications soared and foreign capital been solicited, 
� 
i�4 China Telecoitmuinications Construction^ Vol 2, No 4, 
1990. P.26. 
Since the mid- 1970s, what typified the changes in 
international investment patterns was the decline and severe 
reduction in the flow of FDI towards developing countries, but 
China and the Asian Newly Industrialising Countries (NICs) were 
an exception in this. The reason, among others, is the giant 
lucrative market of the two areas. See Dieter Ernst and David 
O‘Connor, Technology and Global Competition; The Challenge for 
Newly Industrialisinq Economies. Paris； OECD. 1990. p. 30. 
Jia Liqun, "Self-reliance, external assistance and 
technological change in China: A critical review", in Asian 
Economies. 1990. p.24. 
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but also more foreign stakes have been claimed in China's 
telecommunications • 
Table 3.1 
s h o w s t h a t ； Unit: 1 billion yuan 
Balance of Loans 
C h i n a ' s 切 测 
foreign debts = i ^ 
, (1982-1989) I 力d 
in PT are more 
Foreign « . e 
(1983-1989) ^ 1.4 2.41 than domestic 
丁Ota 丨 5 3 2 4 .04 
ones . From — 
1983 to 1989, 丁able 3.1 Loans In China's Post and Telecommunications 
a total of 1 . 6 Source: He, Xia, ”The comparison of ways of indebted financing in 
post and telecommunications", in Management of post and tele-
b i l l i o n y u a n communications enterprises. No.3, 1991. pp.8-9. (In Chinese.) 
of foreign 
loans were used in capital construction, 16.55% of the total 
investment in PT capital construction in the same period. 
Besides the money borrowed from the outside, much state-
of-the‘art technology was imported due to the limited domestic 
production capacity. China has imposed fewer import controls 
over such highly sophisticated equipment as SPC Central Office 
(CO) equipment, digital microwave and optic fibre transmission 
equipment, but more controls on products at the low end�of 
product spectrum such as CPE, in order to seek key technology 
transfers and at the same time protect its domestic market in 
less sophisticated products. The result is foreign occupation 
of China‘s telecoimnunications market in SPC exchanges, digital 
transmission equipment, digital PBX system and other fast 
growing markets, such as mobile conrniunidations, fax, etc. From 
Table 3.2 we can see foreign companies have set deep roots in 
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Table 3.2 Major Foreign Vendors in 
China's Telecommunications Market 
Equipment Markets Country Foreign Vendors Market S h a r e ~ ~ 
France Alcatel 30.1% 
Japan NEC 23.3% 
Fujitsu 16.5% 
Sweden Ericsson 158% 
= 丨 n T " C 神 N . T e — 進 
SPC Germany Siemens 4 . 0 % 
US AT&T 0.5% 
Others 1.0% 
Total: 6,167,713 lines 
Three joint ventures producing SPC exchanges were 
established with Alcatel, NEC and Siemens in Shanghai, 
Tianjin and Beijing respectively. , 
Digital PPXs 10 joint ventures were built up with local producers; 
Netherlands Philips Owns 3 
— joint ventures 
H 
1 Microwave Japan ^B3 4 3 % , 
3 ‘ 
I Optic Fibre ‘ J ^ a n hEC 61% of the FO 
^ Fujitsu terminal were 
France Alcatel imported 
Facsimile Japan NA , ^ major Market 
5 Telex Switzerland ^ ^ the biggest 
provider 
Cellular Phone Sweden Ericsson 70% 
* • 
USA Motorola NA 
Source: China Telecommunications Construction. Vol.3, N0.I, 1991. p.50. Kaye, Lincoln, "Long 
march from chaos", In Far Eastern Economic Review. June 4’ 1992; Sprafkin and O'Brien, 




In sum, telecoimnunications in China is under the control 
of the Government and thus driven by Government policy. But 
changes, characterized by the emergence of technology and 
demand market, a tendency toward decentralization in decision-
making, partial and potential competition in telecommunications 
service provision as well as external pressures, are 
challenging the power of the MPT, the •omnipotent, monopolist, 
as regulatory body, public service provider and equipment 
manufacturer. 
What China's telecomnunications face now is the need to 
select a 'developmental mechanism'• Against the backdrop of 
economic reform and the emergence of market forces in 
telecommunications, the systemic reform of China‘s PT has 
become a hotly discussed issue. It is generally agreed that 
there are serious problems with the system of 
telecommunications: over-concentration of power, excessive 
administrative rigidity, lack of autonomy in operating, 
reforming and developing the sector of telecommunications, to 
name but a few. It is thought impossible for China to rej:urn 
to the completely centrally planned, quasi-military 
telecommunications system practised in 1950s and 1960s. It is, 
however, also regarded as linfeasible* for China to adopt a 
complete •market mechanism• in its telecommunications 
s e c t o r T e l e c o m m u n i c a t i o n s in China will still consist of 
i�7 It is reported that, in an academic seminar about 
China‘s posts and telecoimnunications held in Shanghai, 1989, the 
experts and economists agreed that communications should be 
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•the integration of government administration and economic 
enterprise,• Like the many ambiguous policies in China, e.g., 
the two-track system in its economy and the two-pronged 
approach in technological reform, i.e., relying on both plan 
and market, this integration represents no more tlian a 
surrender to the 'Chinese national reality» under which 
prevailing political forces dominates market forces. The 
essence of the integration of government administration and 
economic enterprise in telecommunications thus lies in the 
balancing of market forces and government control. 
� 
monopolistic; the privatization and nationalization wave in 
telecommunications emerging in the foreign countries is not 
applicable to China. see Shanghai Economic Almanac, 1990. pp. 314-
315. (In Chinese.) 
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CHAPTER 4 TELECOMMUNICATIONS ENVIRONMENT 
IN HONGKONG: A MARKET-DRIVEN MODEL 
4.1 Policy Perspective 
各 ~ - — .--' ‘..- -Hi••…-…一 一 ‘ 
T雇bto4.1 Evolution of Hongkong's 
T h e c u r r e n t f r a m e w o r k o f | T t^ecommunlcatlons Framework 
H o n g k o n g ‘ S t e l e c o m m u n i c a t i o n s , I china and Japan Telephone Co. got a licence to I 
I I provkJe a public telephone service 
With Hongkong Telecom (HKT) j 聰 丨 丨 = � n d ‘ 
. i I Japan Telephone Co. 
e x c l u s i v e l y p r o v i d i n g l o c a l , 他 8 M.Q. Marconrs wireless interest and John 
， I Pender's cable interest merged into Imperial & 
a n d 1 HA，. • I International(l&l) Ltd. v. 
a n d e x t e r n a l v o i c e s e r v i c e s , 1 M 4 I&I changed its name to Cabte and Wireless 
(C&W) Ltd 
a n d c o m p e t i t i o n i n e q u i p m e n t , ‘ 1 於a The responslbllHy of external communications 
I 脚8 transferred from the Post Office to Cable 
fax, data communications and 1947 S&^ t^ r^i^tU^iised in Britain, but - i 
‘ I remained Intact In Hongkong 
O t h e r n o n - e x c l u s i v e s e r v i c e s , I Agreement reached between HKTC and C&W 
I that HKTC shares 15% of the revenues due to 
h a s e x p e r i e n c e d a l o n g I HK from international telephone services 
I 1950 HKTC bought the governmental telephone system 
e v o l u t i o n . M a j o r e v e n t s i n t h e 1975 HKTC ^ ot the 20-year exclusive franchise for 
- I local telephone services I 
f o r m a t i o n o f t h e c u r r e n t I A scheme of control fs enforced by the govern-
I men! to control HKTC's profits 
arranaement arp onM i noH •； M 鄉 Aoreemem reached that HKTC'S share of the HK 
c i i i c i n g e m e n T ： a r e o u t l i n e d i n portion of Intematbnal telephone revenues rise 
I to 40% by stages I 
T a b l e 4 . 1 . 1981 C&W was denationalised. C&W(HK) formed and 
I got a 25-yGar exclusive franchise from the 
I n H o n c f k o n a I Government for international telecommunl-
二 ' I cations. The government gained 20% shares In 
I the company 
t e l e c o m m u n i c a t i o n s o p e r a t e 1 鄉 Agreement reached between HKTC and .he 
I government to gradually change the scheme of 
u n d e r t h e T e l e c o i m n u n i c a t i o n s I control by removing from it HKTC-S some 
I business which are of a competitive nature I 
ordinance and the Telephone 簡 ^^丨：；^日^；^^^ �；TIhTtc were 
I supplied competitively 
O r d i n a n c e , f r o m w h i c h t h e I l®®^  became a subsidiary of C&W (London): 
P o s t m a s t e r G e n e r a l d e r i v e s I 1明7 Qovemment commissioned consultants to review 
I HK's telecommunications I 
4.U mL 1988 HK Tel and C&W{HK) merged to form Hongkong regulatory authority. The Telecom (HKT) “ 
I 1990 CHIc aqulred a 20% stake In HKT 
T e l e c o i n m u n i c a t i o n s B r a n c h i n 1992 June: an H^ tlon-based prk^ -capping scheme 
. I Is adopted to replace the scheme of control on I 
t h e P o s t O f f i c e , w h i c h i s I profits; July: Government announced to Intro 
I due© competition Into local telephone network 
s u b o r d i n a t e to t h e ~Auufuo 丨 tea 丨 ss,叫.m. mng 卿 isispiKns ’ 
Company Limited Annual Report. 
governmental Economic Service Branch, is the executive 
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department, ensuring all the telecommunications activities in 
the territory conform to the Ordinances. Besides, there is a 
public body, Telecommunications Authority, keeping an eye on 
the performance of Hongkong•s teleconrnmnications marketJ 
As history revealed, Hongkong was by no means a place of 
energy and enterprise in its early years of telecommunications 
development. Except for the telegraph, the early developments 
of both telephone and wireless communications were slow in 
Hongkong. As Coates described: 
...Hongkong did not have a police 
telephone or, indeed, in view of the 
Governor's and everyone‘s indifference, 
any telephone at all-—till years later 
than most of the modern cities of the 
Orient. In a surprisingly short time, 
Tokyo, Shanghai, Singapore, Madras, 
Calcutta, Batavia (Jakarta) and Saigon, 
all had telephones, private or 
governmental. 
The reasons for the very slowness in the introduction of 
telecommunications services before 1925, when the Hongkong 
Telephone Company (HKTC) was set up were related to, among 
other things, the governor's negative attitude toward 
•mechanical ingenuities•, or otherwise administrative rigidity 
and objections from the Colonial Office in B r i t a i n . 109 
� 
i�8 Austin Coates, Quick TidincfS of Hong Koncf. Hongkong; 
Oxford University Press, 199 0; p.50. 
109 Britain had only a relatively tepid interest in 
telephone compared to other European countries. As an example, 
all the Shanghai telephones in its infancy were procured from 
Germany rather than Britain. What is more, the regulation in 
Hongkong was so rigid that even buying a nail should be approved 
by the Colonial Office. Things often went that "even enabling a 
small extension of device" had to wait for Britain's four years 
delivery, see Coates, op. cit. pp.50, 167. Paul S.N. Lee, 
"Regulatory issues in the communication policy of Hongkong: 
Setting new rules of game for broadcasting and 
telecommunications", in Mark and Wedeftieyer (eds.), op. cit. 
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工n 1925, a Telephone Ordinance was promulgated. But the 
very restrictive character of the ordinance, especially in 
financial arrangements, resulted in a bad relationship between 
the government and the Company from the very beginning as well 
as the great a n d long interference of the Government 10 
"Under this hopelessly bad ordinance, at the first touch of the 
governmental hand, things had gone wrong".川 
Government policy changed after the second world war 
(WWII) to 'positive non—interventionism•, while the government 
also shifted from caring about only the imperial regime to the 
I 
welfare of the territory's people. In 1954, a point was reached 
between the government and HKTC that the new telephone 
1 
ordinance would leave the company ‘completely free to manage | 
all aspects of its affairs'.112 a real company responsible for 
the public emerged 78 years after the first telephone 
demonstration. 
Throughout 1950s and 1960s, which were characterized in 
Hongkong by rapid infrastructural development, business 





Under the Ordinance, the dividend and rate were fixed^, 
and could not be changed without government permission; surplus » 
funds had to be distributed, but only with government approval; 
the company could not raise capital without government consent. 
See Coates, op. cit. p.112. 
” 1 Ibid. p.114. Typifying HKTC‘s bewildered situation 
under the Telephone Ordinance, the initiatives to open telephone 
and radio telephone services linking Hongkong with China 
throughout the 1930s came from China, but rather the way around. 
Besides, telephone grew very slowly in Hongkong from the date of 
its formation to 194 0s, with the number of exchange lines giving 
the same count as 1% of the total population. See also Ibid. 
p p . 1 3 5 , 1 4 2 . 
112 Ibid. p. 167. 
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香 港 中 文 大 學 圓 書 馆 藏 “ 
d 
‘ Hongkong telephone services developed rapidly, despite 七 he 
influx of criticisms and complaints about the company‘s 
inability to meet the ever increasing demands, which was 
largely due to the government, s slowness and red tape in 
granting new sites for installing telephone exchangesii\ 
Increasing pressure and irritation concerning the telephone 
service, from the public and particularly from the commercial 
sector, at last forced the government to amend once again the 
Telephone Ordinance in 1963, letting the company levy the 
charges necessary to provide a return. Further, in 1975, 
following the suggestions of a Commission of Inquiry, the 
Government introduced a Scheme of Control, letting HKTC have 
a 16% return of its share funds and at the same time 
stipulating that excess net profits go to network 
development• 1 巧 
The government‘s favourable policy aside, it was HKTC•s 
forward—thinking and positive attitude toward increasing 
demands forced by the extraordinary extension of Hongkong * s 
corporate activity in 1960s that made Hongkong‘s telephone 
business impressive in its history of commercial undertaking. 
In the period from 1963 to 1973, Hongkong ‘ s growth rate of 
telephones is 445.7%, the highest among countries with 500,000 
i 
113 Ibid. pp. 171-172 . 
Lee, op. cit. p.697. 
115 John Ure, "The future of telecommunications in 
Hongkong", in Telecommunications Policy. December 1989. HoncfKong 
Telephone Company Limited Annual Report 1975. p.8. 
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‘ or more telephones then 
The laissez fa ire policy, giving Hongkong world fame as 
• a free territory, has been the typical style of the Hongkong 
government. Hongkong‘s striking telecommunications development 
in the past two decades has also enjoyed ‘non-interventionism• 
in the government's communications policy plus the public 
network providers• great initiatives in updating the 
infrastructure and bringing forth new services. Accordi^ng to 
:Lee, Hongkong ‘ s coitmuini cat ions policy in the Post-war period 
had four basic characteristics: (i) act after problems arise; 
(2) look for reference from abroad; (3) wait for suggestions 
from private sectors; (4) trust the work to ad-hoc working 
parties. These characteristics are very typical of a fton-
interventionist government. 
To employ consultants to sort out available options and 
make decisions on policies is the dominant approach of the 
Hongkong government J^^ The revisions of the Telephone 
Ordinance in 1963 and 1975 were all based on the 
recommendations of consultants. In 1985, a Broadcasting Review 
Board introduced, among other things, the idea of Cable 
Television in Hongkong. The decision of the Govermnent to 
� 
discontinue the local telephone monopoly recently was also 
suggested by the appointed British consultants. 
Another feature of Hongkong government • s coininuni cat ions 
116 Coates, op. cit. p.185. Japan came second in Asia, with 
a 264.4% growth rate. 
117 Lee, Paul, op cit. Ref 109. 
”8 Norman J. Miners, The Government and Politics of 
Hongkong. Oxford: Oxford University Plress, 1975. p. 185. 
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policy is following closely, its colonial master, Britain.”9 
In keeping with the Thatcher administration's liberalism in the 
introduction of competition into telecommunications, Hongkong 
liberalised some telecommunications attachments and services 
for open competition in the early 1980s. 
Earlier in 1981, the Government, in giving the former 
I 
Cable and Wireless (C&W Hongkong) the exclusive franchise for 
offering international public services, gained 20% of the 
company ‘ s share capital and two positions in the board.''^ o But 
gradually the government sold the shares to the company and the 
public. 
The 'positive non-intervention,, despite its merits in 
contributing to the development of telecommunications, has been 
questioned r e c e n t l y T h e Government is required to plan in 
advance and set new rules for Hongkong's telecommunications. 
4.2 Technology Perspective 
Under the Telephone Ordinance, HKTC is obliged to provide 
"a universal service, with service on demand, at reasonable 
cost and using the most advanced t e c h n o l o g i e s " • 122 The 
technological planning ahead of the company was very 
119 Paul S.N. Lee, "Hongkong media in transition: 
Broadcasting and telecoimnunications policies in 1980s", in L. Chu 
and Joseph Chan (eds.), Communication and Societal Change. 
Hongkong: Department of Journalism and Communication, the Chinese 
University of Hongkong, 1992. (In Chinese.) 
120 Hongkong 1982 . 
Lau Tuenyu, "Introducing cable television into 
Hongkong: Political and economic implications", in 
Telecoirmmnications Policy, December 1988. and Lee, op. cit. 
122 Ure, op. cit. p. 372. 
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outstanding, even in the 1950s and 1960s, when the company had 
serious debts and the whole social environment was unstable. 
For example, in 1966, the company introduced digital 
transmission into Hongkong. In Japan where the equipment was 
supplied, this technology had only just come into use. In West 
Germany, Italy and Belgium, it was still at an experimental 
stage. Hence, bearing the ideal of being ahead of other 
countries in technology, HKTC stepped into the forefront of the 
i 
business years ahead of the rest of the world.123 The rapid 
expansion of exchange capacity 七hen surprisingly met the 16-20% 
growth rate per annum of service demand in late 1960s and early 
1970s. By 1970, a telephone could be provided on demand in most 
parts of the urban area of Hongkong. It should be mentioned 
that the leap-forward development in 1970s was based on 
borrowed money which mounted as the pace of technology advance 
quickened. 
In external communications, after the completion of its 
postwar rehabilitation program in 1952, C&W, then Hongkong*s 
international service provider, continuously pressed ahead to 
develop an advanced telecomnmnications environment in Hongkong 
and in the area of South-East Asia. The South-East�Asia 
Commonwealth (SEACOM) cable completed in 1967, the first 
satellite earth station established in 1969, IDD service 
introduced in 1976 and several important terrestrial and 
Coates, OP cit, Ref 108. p.180. HKTC‘s introduction of 
semi-electronic exchange in 1970, ahead of others, was another 
successful story which testified to its awareness of the 
importance of technology. 
124 工 細 . p . 1 7 9 . 
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submarine cables laid in 1980s linking Hongkong to Korea, 
Japan, Taiwan, China, Singapore and other destinations in 
South—East Asia, were all important projects in C&W,s endeavour 
to introduce a new era of communications for Hongkong 
people. 
Now, what Hongkong people enjoy is one of the most 
advanced telecommunications services based on the state-of-the 
art technology. All the 76 exchange centres in Hongkong were 
connected by optical fibre in 1991• Almost half of today's 
telephone calls travel over fibre optic cables in the 
territory. And the landline network in Hongkong is to be 100% 
digitalized by 1993 In international telecommunications, 
HKT opened its third international gateway telephone exchange 
in 1990. Its 工DD service can get access to 208 overseas 
countries and territories. Besides the already existing 
overland and submarine cable and the territorial and satellite 
wireless links, HKT is the major participant of the Asia 
Pacific Cable (APC) project which will link up Hongkong, 
Malaysia, Singapore, Taiwan and Japan. To plan these networks, 
vast investments have been made. In 199 0, HKT invested more 
than US$300 million in i n f r a s t t u c t u r e . contrary to the 
general estimation that HKT will gradually reduce its capital 
investment due to the uncertain future of Hongkong and its 
monopoly status, HKT will pour HK$3.7 billion (US$474 million) 
See the annual yearbooks of Hongkong. 
Datapro, September 1991. pp.201-209. 
工 bid. p.202. 
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‘ into facility innovation in 1993 J^ ® 
Consistent technological advances have been taking place 
in Hongkong‘s teleconmmnications, although there was no 
technical dynamism induced in Hongkong‘s telecommunications 
structure per se. Hongkong has limited ability in mounting 
massive R&D in high technology, but very high flexibility in 
technology u s a g e J29 similarly, there was no direct R&D in 
Hongkong ‘ s telecommunications i^o but the technological usage 
in this sector has been in the forefront in many respects. In 
Hongkong, almost all the technology is brought in, but it is 
driven by the demand market rather than the supply market .131 
Rapid response to markets have allowed Hongkong to survive lack 
of aggressive innovation and made it rather well equipped with 
advanced technology. 
The lack of technology innovation does not deter the 
pushing forces of technology in Hongkong‘s market. Rapid 
adoption of technological innovation has made Hongkong‘s long 
distance costs decline by 8-20% annually since 1981. 
Besides, vast business opportunities have been generated for 
large users to by-pass the public network cost-effectively and 
for non-public carriers to compete in services with HKT. 
Technological development and the resulting cost-effectiveness 
Minqpao, June 16, 1992. 
129 Charles K. Kao and Kenneth Young, Technolocfy Road Maps 
for Hongkong: An In-depth Study of Four Technology Areas. 
Hongkong: The Chinese University Press, 1991. Chapter 1. 
™ Ure, op. cit. p.373. 
Ibid. 
HKECR Letter, January 1991. p.12. 
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in telecommunications services have become the basic reason why 
the Hongkong government should tevoke HKT ‘ s monopolies. 
4•3 MARKET PERSPECTIVE 
The public network in Hongkong is under the protection of 
an exclusive franchise. The privately-owned monopoly was 
prescribed and the government—business partnership postured in 
Hongkong's telecommunications. In practice, however, Hongkong»s 
teleGominunications function according to market mechanisms. 
Market demand has been the major factor in influencing 
Hongkong's telecommunications changes J弘 
Technological development and demand expansion have also 
accelerated the introduction of competition in non-exclusive 
services in Hongkong. With effect from January 1, 1983, 
equipment and services previously provided solely by the 
franchise holders, such as telephone instruments, PABXs, radio 
paging, mobile phone, Viewdata and fax, opened to 
competition. 135 Today, except that the basic voice and telex 
transmission services are still HKT's franchise, a variety of 
public telecommunications services are operated by competitive 
service vendors under the Public Non-exclusive 
� 
Telecommunications Service (PNETS) and Public 
133 see Milton Mueller, In:terna.t:IQNAL. Telecommunications 
in Hongkong: The Case for Liberalization. Hongkong:七he Chinese 
University Press, 1991. 
Lee, op. cit. 
135 Hongkong 1984 . 
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Radiocommunication Service (PRS) licences.i36 
Competition in Hongkong's telecommunications intensified 
as telecommunications companies, rooted locally or doming 
abroad, mushroomed in the past ten years to provide the 
unregulated products and services. Some, such as Hutchison 
Whaitipoa Ltd, Wharf (Holdings) Ltd, the Fiirst Pacific group and 
AT&T, have expanded rapidly and become the powerful competitors 
against HKT, eyeing the franchised markets. Take Hutchison 
Whampoa as an example. Since it established Hutchison 
Telecommunications Ltd (HTL) in 1986, it has brought and now 
co-owns Hutchison Paging, Hutchison Telephone, Hutchison Mobile 
Data, Hutch Vision (HK) Ltd, Hutchison iNet, Asia Satellite 
Telecommunications Company Ltd, offering a variety of services 
(see Table 4.2). Providing paging service to 50% of the 
inarketi37 and claiming 55% of Hongkong' s cellular telephone 
market, Hutchison obviously holds the edge in wireless 
communications in Hongkong. 
Hutchison‘s lead in wireless telecommunications is the 
real threat to HKT, which has the monopoly on fixed line 
telephone service. First, technology innovation, particularly 
in radio-based communications, has resulted not only in cost 
2. p. 293 . By the end of 1991, totally 44 PNETS and six PRS 
licences were issued, 3 for mobile phone, 4 for CT2, 17 for paging 
service, 4 for trunked network, 1 for international radio paging 
service. The Asia Satellite Telecoininuni cat ions Company Ltd., 
incorporated in Hongkong, also started to offer 
telecommunications se:rvices using its AsiaSat-1. 
Kao and Young, op. cit. p. 37. 
Stephen McClelland, "High road to China: Comniunications 




reduction in mobile — ； 
services but also T.W«4.2 Hiitchl.onT^ Ucom (HT) in 
T>fcommun»catton« Market 
ease for users to = = ， 一 
bypass the public T ^ ： ； ： ； ^ ； ： ； ； ^ ^ — — 
Paging y 时 nnco claims 50% of tho 
n e t w o r k a n d c r e a t e pro^des CT2 (Telepolnt) with Motorola 刚丨mark射 
p e r s o n a l ItSl'S", 二 � the w , _ ~ : 
丄 MobWQ DaU data network using digital radio tech 
c o m m u n i c a t i o n s J ^ offer« valu^-addod electronic mail and 
HongKong other mewaolnfl wn^lcee with Boll Canada 
network (PCN) using — J_ . 以;n，y1Sd®=«？〜!L® A^ Sa_e Telecommunications W i r e l p c i c m^pany Ltd. (other two partners are HKT and CItic) 
c^ f the capacity of A«|«Sat-丨 w _ c a n — d e 
technology. Second “ 她 时 。 n of Asia 
… H 1 : L _ _ i l ^ l i ^ f ^ i ； ^ ' 
become one of the 
major battle places 
of telecommunications in Hongkong, where the market for local 
telephone is almost saturated 
Besides local vendors, Chinese—interest and foreign— 
interest (mainly American, Japanese and British) companies are 
also active in telecommunications business in Hongkohg. Among 
others, China International Trust and investment Corp. (Citic), 
American Telephone and Telegraph (AT&T), US West and British 
Telecom (BT) have had much publicity. * Interna 七 ionalizatiori 丨 
in Hongkong's telecommunications wag exposed to public notice 
139 . In Hongkong, with more than 94% of household having 
subscribed telephone service, growth of local telephone has been 
slowing down in recent years. See Joseph M. Chan and Paul Lee, 
"Communications indicators in Hongkong: Conceptual issues, 
findings and implications", in Lau Siu—:kai, et al. (eds.), The 
Development of Social Indicators Research in Chinese SocietiesT 




when in 1989 companies representing different economic and 
political interests in Hongkong bid for the aborted cable 
television f r a n c h i s e Along with the presence of many MNCs 
in Hongkong, the market for international leased circuits 
is rapidly expanding and generating opportunities for these 
telecommunications giants to serve big corporations and 
financial institutions. AT&T has been providing international 
voice, data and image services to MNCs as a partner of HKTJ'^^ 
In 1991, bilateral agreements were reached between Hongkong and 
the US, UK and Japan to liberalize the use of International 
Private Leased Circuits (IPLCs) for value-added data and 
facsimile services. 
4•4 CHANGING ENVIRONMENT 
Conferring exclusive franchises to private companies to 
provide local and international public telecommunications 
services under related ordinance, letting network providers do 
their own business to meet market demands, setting a Scheme of 
Control as an incentive to upgrade the network, and encouraging 
cooperation between international and domestic service 
providers to guarantee the provision of universal service 这re 
For the analysis of alien ownership among the 
applicants for the former cable television franchise, see Lau 
Tuen-yu and Thomas F. Baldwin, "A public policy strategy for 
cable development: The experience of Hongkong", in 
Telecommunications Policy. October, 1990. pp.412-424. 
Of the major 1,100 MNCs in the world, about 60% have 
set up offices in Hongkong, see David Hayes, "Cellphones and 
chopsticks", in Telecom World. 
142 McClelland, op. cit. p. 73-P. 
Hongkong 1992 . p. 293 . 
7 3 1： 
七he main rules and assumptions which have guided Hongkong»s 
telecoimnunications. However well have they worked to provide 
Hongkong one of the cheapest, most efficient and 
technologically advanced telecommunications service in the 
world, changes in technology, economic and political 
environments require the government to change its approach and 
set new game rules for its telecommunications industry. 
First, rapid technological development has resulted in 
vast reductions in the operating costs of telecoimnunications 
services and the economies of scale in telecommunications, 
which is now not sufficiently large to prevent entry into 
telecommunications market.i“ In Hongkong, the pricing of丨 HKT 
has been a controversial issue in the discussion over 
liberalising the public network. Second, the growing demand for 
more, better and cheaper services has spurred competition 
between and among network operators and other service vendors. 
After the partial deregulation of public service in Hongkong, 
the common carrier, HKT, also diversified its services, 
competing in mobile, value-added and other services with others 
through its subsidiaries. Cellular radio networks and by-pass 
networks are becoming alternative systems competing with the 
public network. Potential entrants are agitating for opening 
the public network. Bearing in mind these changes, the 
Government decided early in 1988 to introduce a second network 
for cable television broadcasting and also for non-franchised 
；Liu Pat Wai, "The utilities and telecommunications in 
Hongkong", in Sung Yun-wing and Lee Ming—kwan (eds.), The Other 
Hongkong Report 1991. The Chinese University Press, 1991. 
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‘ teleco膽unications services. But the plan failed as the 
franchise winner, Hongkong Cable Communications (HKCC) withdrew 
from the project only three months after it got the 
l i c e n s e， T h e second round examination of Hongkong»s 
telecommunications has been completed. At last the 
Government chose to introduce alternative network(s) and open 
the local market for competition after 1995 when HKT»s 
franchise for local fixed line service e x p i r e B u t behind 
this decision are many problems which remain to be solved. For 
example, how to guarantee that the new network operators make 
money out of the now subsidized local market while at the same 
time providing universal service. How to balance the interests 
of satellite television and the coming cable television while 
meeting the consumers ‘ requirements. How to deal with the 
problems of cross-ownership and alien-ownership in new 
telecommunications and broadcasting service providers as more 
and more consortia are realigned to incorporate Chinese or 
foreign interests. 
Adding to the market vibration in Hongkong‘s 
� 
Hongkong. 1989, 1991. 
•仏6. The British consultancy, Booz Allen & Hamilton, was 
commissioned once again in 1990 to review Hongkong‘s 
telecominunications for the Government. It did this for the first 
time in 1987. 
Minqpao. June 4, 1992. It was reported that one, or 
more than one, network will be allowed to compete with HKT for 
local telecommunications market. Bidding proposals will be 
invited in the end of this year. See Mincfpao. June 5, 1992. 
Earlier, agreement was reached between the Government and HKT to 
substitute a inflation—based price—capping plan for the present 
profit controlling scheme. 
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communications environment is the fade-in of China•s 
influences. 
The fact that Hongkong is now in the transitional period 
of its return to China sets 七he backdrop for any discussion of 
Hongkong‘s domestic affairs. An intensification of politics in 
Hongkong has characterized the territory most in the 
transitional phase.仏^ AS a colony, Hongkong used to be less 
autonomous in politics but dependent on external forces for its 
legitimacy• 149 But the territory has been undergoing! deep 
political reform, with the Government playing an active role 
in initiating and deciding the pace and form of the reform. 
The politicization of Hongkong, as characterized by the 
emergence of dual authority, has made econoinic policy-making, 
particularly in government econoinic policies, much more 
difficult than before.change of telecommunications policy 
is thus interwoven with the general political issue. 
The hot discussions about the telecommunications situation 
in Hongkong and the call for government intervention by many 
people at this time might, willy-nilly, provide opportunities 
for the Chinese government to exert its influence. 
To summarize Chapters 3 and 4, China and Hongkong have 
different definitions of the function, structure and objective 
148 King, op. cit. 
149 Kuan Hsin-chi and Lau Siu-kai, Honcr Kona in Search of 
a Consensus. Occasional paper, the Centre for Hong Kong Studies, 
The Chinese University of Hong Kong, 1985. p.23. 
150 King, op. cit. 
151 Sung and Lee, op. cit. p. xxi. 
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of telecommunications. In China's policy-driven context, 
telecommunications development is subject to national interest 
and government directives, thus dictated by politics. In 
Hongkong‘s market mechanism, though telecommunications is not 
immune from politics, market rationality underlies its 
development track. But changes have been taking place in 
parallel with those in technology, domestic economic丨 and 
political circumstances as well as international market, while 
in China the tendency toward decentralization, the emergence 
of market forces and competition, as well as the penetration 
of foreign elements characterize the changes, more governmental 
involvement in planning and coordinating the telecommunications 
sector, high political stakes involved in telecommunications, 
along with the power shift during the transitional phase, are 
key features of the changes in Hongkong. 
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M^JT^J®^ 5 THE CHINA-HONGKONG RELATIONSHIP IN TELECOMMUNICATIONS I： A HISTORICAL BACKGROUND 
Needless to say, China and Hongkong are closely related 
now. In terms of consanguinity and geographical proximity, we 
can say they have never been separated from each other. But in 
terms of political and economic relations, the two have 
experienced a long time of strangeness and aloofness during the 
past over forty years. Imagine the situation in 1979. The 
relations between the two were still very limited. Air links 
and direct train services be七ween Hongkong and Canton had only 
opened one year ago J52 ^o dial Canton from Hongkong was not 
possible for two more y e a r s . 巧 ] 
Politically, stable Sino—British relations since the end 
of the 1920s, however imbalanced and unfair they were, broke 
when the CCP took over China in 1949. Since Hongkong‘s foreign 
relations are constitutionally the direct responsibility of the 
British government, and no formal diplomatic relations between 
China and UK existed until 1972, the Hongkong colony had been 
left and kept very much to i t s e l f while the Chinese 
leadership showed little interest in Hongkong throughout the 
whole period from the 1950s to the 1970s, ^^^  Hongkong had very 
Hongkong 1989. 
Coated, op. cit. p.191. 
巧4 Chan Lau Kit一ching, China, Britain and Hongkong 1895-
1945. Hongkong: The Chinese University Press. 1990. 
Until the fall of 1977, Li Xiannian, the then Vice-
chairman of CCP, still quoted the former Chairman Mao Zedong 
saying that "so far as Hongkong is concerned, we will worry about 
it after we have liberated Taiwan". See Jurgen Domes and Yu-ming 
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little influence on China's domestic p o l i t i c s J 5 6 The problem 
of Hongkong‘s future was brought up by the UK in 1982 rather 
than by China. This situation has changed since the 
ratification of the Sino-British agreement in 1984. While it 
is still early to conclude the impact of Hongkong on china's 
domestic politics, obviously the influence of chinadomestic 
politics upon Hongkong has become rather clear and strong. 
The long mutually reliant trade between China and Hongkong 
was seriously affected and deterred by the political coldness 
of the general China—Hongkong relationship and China^s seemly 
unceasing internal discord. Though China had remained the chief 
source of Hongkong‘s imports, supplying the territory with 
everyday necessities, Hongkong's exports to China had fallen 
steadily between 1951 and 1980. It was only relatively recently 
that Hongkong has come to play aii important role as a source 
of China,s imports. The fall in Hongkong‘s trade with China, 
among other reasons, accelerated Hongkong‘s extraordinary 
economic change from an entrepot to a manufacturing economy 
during 1950s. But as we see today, China-Hongkong trade has 
expanded significantly. China has become Hongkong‘s biggest 
trade partner in terms of imports and entrepot. As for 
Hongkong‘s domestic exports, China is the second market after 
the US. What is more, Hongkong has provided China with 2/3 of 
its foreign investment, 1/2 of its foreign exchange earnings 
Shaw (eds.), Hongkong: A Chinese ahd International Concern. 
Boulder: Westview, 1988. 
156 The only chance Hongkong played a role in China's 
internal political struggle then seemed to be the 1967 riot in 
Hongkong which was said to be supported by the Cultural 
Revolutionary Left in China, see Ibid. 
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and most of its manageinent k n o w - h o w J^r over 3 million 
labourers in Guangdong are employed by the Hongkong 
entrepreneurs , four times the local workers of Hongkong. 
Beyond these political and economic repercussions, some 
aspects in the China-Hongkong relationship were long standing, 
although by no means immune to political and economic 
vacillations. Telecommunications across China and Hongkong is 
one of t h e s e . The interfacing of china and Hongkong in 
telecommunications has a long history, taking place from the 
time of the first telegraph services in the Mainland china and 
Hongkong. Because the Qing Dynasty was very reluctant at the 
beginning to have anything to do with telecommunications and 
prohibited foreign marine cables to land on mainland, the 
first marine cable in Shanghai introduced by Great Northern in 
1871 could only link to the outside world. Hongkong thus, from 
七he very beginning, served as a transit point relaying 
telegraphs from China southward to Europe and further afield 
to the Ainericasi59 and as a springboard for competitors 
(mainly between Great Northern and Eastern Extension at the 
beginning) vying for the main telegraph traffic market of 
China. 
As we have mentioned, almost all the initiatives to link 
157 Kevin Rafferty, "China's grasp and Hongkong‘s golden 
eggs", in Harvard Business Review. May/June, 1991. 
158 Others include water supply, electricity and 
transportation. See Michael Westlake, "Cross-border benefits: 
Hongkong and Guangdong rely on each other", in Far Eastern 
Economic Review. January 26, 1989. pp.60-62. 
159 Northward, China‘s cable telegraph could reach the 
outside through the links with Vladivostock in Russia via 
Nagasaka in Japan. 
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Hongkong with China in telecommunications (mainly telegraph, 
radio telegraph, telephone and radio telephone) in its 
incipiency came from China. In 1883, under the request of China 
and after long diplomatic negotiation, a pact was concluded to 
telegraphically link Hongkong with Guangdong. Imperial 
Government of China thus got two telegraph terminals in 
Hongkong in 1884, one in Queen's Road Central, the other at the 
border. In return, Eastern Extension attained its office in 
Shanghai.160 In radio telegraphy Hongkong was far behind 
China, where wireless telegraphy was already advanced in some 
provinces, when in Hongkong the Government Radio Telegraph 
Station at Cape D'Aquilar opened oh July 15, 1915.161 until 
1928 there was only one wireless telegraph link between 
Hongkong and Shanghai. Without exception, the link was 
suggested by the Chinese side. With this link, "Profits 
doubled, Shanghai coming to account for one-third of Hongkong‘s 
worldwide wireless telegram traffic".162 as for telephone, the 
suggestion for a China-Hongkong connection was also initiated 
by the Chinese side in early 1928. Hongkong Telephone reacted 
with utmost caution, but finally the link opened on September 
1, 1931. "Deemed first-rate, it quickly became Hongkong 
Telephone ‘ s best money spinnet • • • •丨’163 Regarding radio 
telephone, the story was even more dramatic. As expected, the 
16° Coated, op. cit. pp.75-77； History of China丨s Modern 
Post and Telecommunications. Beiiinq: People會s Post and 
Telecommunications Press, 1984. (In Chinese.) 
161 Coated, op. cit. p. 121-122. 
162 工 b i d . p. 125. 
163 Ibid. p. 137. 
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I 
initiative again came from China when,in August 1934, the 
canton Municipal Administration wrote to Hongkong Telephone 
asking whether Hongkong was going over to radio telephone. The 
line opened on February i, 1937, further extending to 
Shanghai, which was unfortunately knocked out during the 
Sino-Japanese War. It is interesting to note that at that time, 
if Hongkong wanted to have any tadio telephone link with the 
outside world, she would have to do so by courtesy of the 
National Government of China .165 
The Second World War set a turn in the course of 
telecommunications development in both China and Hongkong. 
Prior to it, as the above narrative reveals, China was more 
advanced in telecommunications development and more aggressive 
in building up a telecominunications relationship with Hongkong. 
Shanghai, at that time, was obviously the communications hub 
while other Chinese cities such as Canton, Chungking and 
Kunming were also communications centres in different 
historical periods. Long distance telephone services were 
normally available between Hongkong and Shanghai, Canton, and 
other places in China. The Japanese invasion, however, 
destroyed heavily the telecommunications infrastructures in 
China and Hongkong. While Hongkong could recover rapidly in the 
immediate post-war years, China was once again plunged into 
civil war, with telecommunications being constructed only when 
military needs arose. C&W tried to revitalize the public 
telephone service with Canton in January 1948 and opened radio 
164 Ibid. p. 139. 
165 Ibid. 
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telephone to Shanghai and Nanking in 1949, but these efforts 
in re-establishing telecommunications links with china were 
impeded by the power shift there with the foundation of the PRC 
in October 1949. 
There was little improvement in telecommunications 
cooperation between China and Hongkong in the nearly thirty 
years from 1950s to 1970s, when China was under strict 
political control, politics was faction-ridden, foreign policy 
foreclosed and the economy stagnated. The only opportunity 
during this time came in 1974 when in China there was 
indication of policy change in favour of modernization. A land 
cable with the capacity of 300 circuits was laid between 
Hongkong and Canton by C&W in that year. But this could not 
detract from the general standstill in China-Hongkong 
telecommunications. C&W, despite its great ambition and 
enthusiasm could not break into China‘s telecoimunications 
market at this time. In fact, from the 1950s to the 1970s, C&W 
was much south—oriented in developing its telecommunications 
links with the South—East Asia. With the completion of the 
postwar rehabilitation program in 1952 and the successful 
laying of the SEACOM cable in 1965, C&W made a good account of 
itself in improving telegraph and telephone contact with the 
rest of the world. New international services such as radio 
facsimile, telex and direct dialling of international calls 
which emerged during this period grew surprisingly fast, but 
all bypassing China and leaving it far behind. 
It is only when China promulgated the policy of opening 
the door and promoting economic construction in the early 1980s 
83 
that C&W looked northward and could take grand strides in 
Chinatelecommunications market. In 198 3, c&W introduced a 
740-channel microwave link to Guangdong. An optical fibre cable 
link, with the length of 247 Km and the capacity of 7680 
circuits, was also set up in 1988 between the two places. A 
second fibre optic cable link between Hongkong and Shenzhen is 
also under construction. Besides, Hongkong has 300 channels of 
satellite links to Beijing and Shanghai, two international 
telecommunications gateways of C h i n a， B y 1991, Hongkong had 
166 Another one is Canton. 
84 
IDD services to 618 cities and towns in China, of which 498 
were installed in 1990. In the same year, China accounted for 
Hongkong‘s 22% international traffic revenue and 38% of traffic 
volume. What is more, advanced services such as roaming 
services in paging and mobile telephone service across china 
and Hongkong have been expanded from the Pearl River Delta to 
the far north. 
The infrastructural links between China and Hongkong thus 
include a variety of transmission technologies and cover all 
China via the already relatively developed domestic 
infrastructure in China, as shown in Figure 5.1. 
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CHAPTER 6 THE CHINA-HONGKONG RELATIONSHIP IN 
TELECOMMUNICATIONS II： THE HONGKONG INFLUENCES 
6.1 TRADE WITH CHINA IN TELECOMMUNICATIONS 
Beginning in the early 1980s, there was not only the rapid 
re-emergence of Hongkong‘s traditional role as an entrepot for 
China, whose modernization program gained great impetus at that 
time, but also the rapid increase of Hongkong‘s domestic 
exports to China. Apart from being the largest source of 
Hongkong,s imports, China is the second largest market for 
Hongkong‘s domestic exports after the US. Furthermore, 80% of 
Hongkong‘s entrepot originates in and is directed to China.167 
As China ' s 一 
Figure 6.1 China's Foreign Trade In 
telecommunications Telecommunications Equipment: 
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In the past decade, Hongkong‘s already rather diverse and 
mature economy, well based on manufacturing and exports, showed 
some notable trends. The financial and service sectors have 
expanded so much that they become an increasingly important 
part of Hongkong‘s economy. In this process, changes have also 
taken place in the structure of major domestic export products. 
The rapid growth in electronic product exports is a good 
example. In 1984, these exports valued HK$24.6 billion, making 
electronics the second largest export earner. Of electronic 
exports, nearly half were telecommunications and sound 
recording and reproducing apparatus and equipment (SITC 
76) .168 
China ‘ s active 
� i g u r e 6.2 Hongkong Exports to China as % of Its 
international trade Exports In Telecommunications Equipment 
i n 丨 � 8 0丁 
telecommunications | % ^ 丨 一 - ^ 膽 
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168 Hongkong 1985. Standard International Trade 
Classification (SITC, revision 2) will be used here in the 
discussion of international trade. The sections related to the 
discussion here are SITC 76, "telecommunications and sound 
recording and reproducing apparatus and equipment", referred to 
hereafter as "telecommunications equipment" and its more specific 
sub-sector SITC 764, "telecoimnunications equipment, nes and 
parts". "Nes" means "not elsewhere specified". 丨 
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China's needs. Over half of Hongkong‘s local telecommunications 
products were exported to China in 1991. Besides, re-export to 
China alone accounts for about 1/5 of Hongkong‘s total entrepot 
in telecommunications (see Figure 6.2). 
This has made “ 
Figure 6.3 Hongkong's Comparative Share In 
Hongkong the biggest China's Telecommunications Equipmetnt Market 
p r o v i d e r o f 80 r ^ 
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Year (see Figure 6.3). As 
� . . L Soure: Hongkong External Trade. 1985-1992. shown, China書s imports — 
in telecommunications equipment relied mainly on Japan, 
Hongkong and USA as the sources. But recently, Japan's 
comparative share in China‘s market has declined. 
In order to get access to key technology and protect 
domestic producers, China applies fewer controls over more 
I 
sophisticated equipment such as SPC switching, digital 
microwave and optic fibre transmission equipment, but puts up 
I 
more import barriers to CPE. This is very different from what 
is happening internationally. In the international 
telecommunications market, market for CPE and others at the low 
end of the product spectrum, which has been distorted most 
under the old structure of international telecommunications, 
is most active as a result of deregulation. On the other hand, 
since a change of central switching system involves high 
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‘ information and adaptation costs for both the equipment 
suppliers and network providers in a relatively mature 
telecommunications system, trade in this segment of the market 
is limited by economic barriersJ69 Obviously, sophisticated 
central office manufacturing is not the strength of Hongkong. 
Its ability to supply competitive CPE also seems to be choked 
off by China‘s strategic emphasis on state-of-the-art 
technology. But the fact is that decision-making in procurement 
of less sophisticated equipment is more decentralized in China 
and the market for CPE is growing fast with rising business 
demands for fax, key telephone system (KTS), and small scale 
PBX equipment. This has given astute Hongkong businessmen 
leeway to press into China and serve as bridgehead for other 
suppliers to penetrate this fast growing and lucrative 
market .170 
There have been predictions that Hongkong ‘ s role as a 
middleman channelling China's trade with the outside world 
would diminish with China's further development of direct trade 
with other countries. But researches have shown that this 
prediction is unfounded. According to Sung, the share of 
China's trade through Hongkong did not decline, but actually 
increased during the past ten plus years when China furthered 
its direct economic relations with other countries. Many 
169 Neu and Schnoring, op cit. 
170 See Sprafkin and QiBrien, op cit, p. 28. 
171 Piers Jacobs, "Hongkong and the modernization of 
China", in Journal of International Affairs. Vol 39, Winter 1986. 
pp.63-75; Sung Yunwing, "Hongkong's economic value to China", in 
Sung Yunwing and Lee Mingkwan (eds.), op cit. 
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countries have become more dependent on Hongkong in trading 
with the Mainland after the establishment of diplomatic and 
economic relations with China. For example, Japan, one of the 
biggest trading partners of China, had to route one-quarter of 
its exports to China via Hongkong in 1988. What is more, 
Hongkong‘s strength in acting as an intermediary in China's 
trade has a positive correlation with the decentralizing trend 
in China's foreign economic sector. As more and more medium or 
small-sized corporations are released from central control, 
they will make more use of Hongkong‘s comparative advantages 
in international trading. This is largely due to the existence 
of economies of scale in Hongkong‘s intermediation, its 
advanced facilities and excellent services in business 
h a n d l i n g . 1 7 2 
Hongkong‘s role as the transit point for China's 
telecommunications services is as important as its role in 
telecommunications equipment trade. 丨. 
Unlike other countries, which are restricted in their 
connections with China to satellite links with the Beijing and 
Shanghai gateways only, Hongkong has number of choices to link 
up with China, including satellite, high frequency radio, 
microwave, and terrestrial cable links�乃(see Figure 5.1). 
Hongkong‘s advantage in accessing China and its extensive 
linkages to the rest of the world have made it the only transit 
Sung Yun-wing, op cit. 




point in extending China's telecoimnunications services to the 
rest of the world. China had direct circuit links with only 
45 countries and regions by the end of 1990.175 But with 
Hongkong»s transfers, people in China will be able to dial 182 
countries and regions using International Direct Dialling 
(IDD) .176 
In addition to the present 工 DD service, HKT is also 
awaiting cooperation with China on International Private Leased 
Circuit (工PLC) service. China is now required to open IPLCs so 
that the increasing numbers of MNCs setting their own offices 
in China can be connected directly with their headquarters or 
sub-headquarters. HKT, with several high-capacity digital 
circuits links with Shenzhen, Canton and Shanghai, naturally 
hopes to play a role in this business. It was reported a 15 
member commission of HKT has held discussions in Beijing with 
the MPT and other provincial PT administrations on the 
development of China "s 工PLC s e r v i c e 
6.2 DIRECT INVESTMENTS IN AND TECHNOLOGY TRANSFER TO CHINA'S 
TELECOMMUNICATIONS 
Since China's ultimate objective is to build up a high-
� 
174 By the end of 1991, more than 665 cities and towns in 
China and more than 208 destinations overseas can be called by 
IDD from Hongkong. Hongkong 1992• p.292. 
仍 People's Post and Telecoirmuinications (Daily), May 28, 
1991. 
176 Beilincf Review. May 7, 1990. China's IDD service first 
appeared between Hongkong and a number of cities in Fujian 
Province in 1983. Hong Kong Telephone Company Limited Annual 
Report 1983. p.12. 
177 Ta Kuncf Pao. June 9, 1992. 丨‘ 
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tech-based industry, technology transfer liable 6.1 EJVS in China by � 
. u • n Industrial Sector: 1979-1986 IS highly emphasized in the business fj[； 
deals with foreigners. Equity Joint Building material 29 
Chemicals 18 
Venture (EJV) , looked upon as the most g 
appropriate and rapid vehicle for both ^ 
‘ . 1 • . ^ . � F o o d 71 Utilizing foreign funds and developing a .； Machinery 14 
I Metals 8 long-term relationship with foreign 丨 21 
,Packaging 11 
high-tech sources, are more welcome than Pharmaceuticals 15 
Property Development 43 
mere selling of products and services to e^Tet'^ nications 7' 
. 17D 1 Textile 40 China. Despite these inspirations, ； Transportation 26 
Miscellaneous 14 only a small portion of foreign direct ； 
I Total 496 
investment (FDI) involving high 
Note: EJVs with Hongkong & Macau 
technology, capital-intensive projects interests are excluded in the table. 
Source: EJV database. From 
have been e s t a b l i s h e d . 179 as shown in [campbelll990. 
Table 6.1, only 7 EJVs in telecommunications had been set up 
with foreigners (excluding Hongkong and Macau businessmen) in 
China from 1979 to 1986. In spite of this or just because of 
this, China aspires to encourage foreign vendors to invest in 
four particular sectors, namely energy, transportation, 
telecommunications and raw materials. 1即 
Hongkong‘s investment in China, despite its large 
quantity, is concentrated in construction, tourist facilities 
and light manufacturing industries. As an access point for 
178 Sally Stewart, "The Transfer of High Technology to 
China: Problems and Options", in International Journal of 
Technology Management. Vol 3, No 1/2, 1987. 
179 Jacobs, op cit. 
180 Kay M. Jones, "The China syndrome: Westerners learn to 
read the tea leaves", in Management Review. Vol.79, No.4, April 
1990. pp.46-49. 
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technology transfer, Hongkong can only afford to contribute in 
the areas of construction, hotel management and the catering 
trade rather than projects involving sophisticated 
technologies, which are usually negotiated directly between 
China and technologically advanced countries•如 
This is also the case in telecommunications sector. To see 
Hongkong's direct involvement in China‘s telecommunications, 
we have compiled in the Appendix a list of Hongkong-
incorporated companies' activities in China,s 
telecommunications manufacturing, network construction, know— 
how acquisition and service provision during the past decade, 
based on the collection of China Business ReviPw 
As expected, Hongkong's investment in telecommunications 
manufacturing is limited and mostly confined to CPE and other 
low-end parts. Indeed, this is evident from Table 3.2 which 
shows that the production of more sophisticated equipment has 
been jointly ventured with Japan, France, Germany, Sweden and 
other developed countries. It should be mentioned that many 
i 
Hongkong vendors in China's telecommunications manufacturing 
are actually subsidiaries of foreign companies. For example, 
Philips (HK) Ltd is the subsidiary of Phillips (Netherlands); 
USA GE Ltd. (HK) is that of AT&T(US). Clearly, Hongkong is a 
181 Jacobs, op cit. p. 72 . 
182 China Business Review, a journal of the National 
Council for US-China Trade of the US, collects materials on 
China's foreign econoinic sector from various published sources 
and publishes them bi-monthly. Of course, the collection is not 
always accurate or complete. For example, some contracts, 
although concluded, may not be implemented. But it is the 
author‘s opinion that the collection offers the most 
comprehensive and specific information on foreign investment in 
China•s telecommunications. 
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‘ base and springboard for foreign companies to enter into 
China's market. 
Though little room in equipment manufacturing is left for 
Hongkong producers, many telecommunications companies in 
Hongkong have found points of entry into china's 
telecommunications in network planning and installation, 
consultation and transfer of management, as well as direct 
service provision (see Appendix). Particularly, compared to 
other countries, Hongkong‘s stake in China's telecommunications 
services is rising and enviable. 
Telecommunications service is the core of the whole 
telecommunications industry. China's social system determines 
its telecommunications service. In particular, long distance 
and international service are required to be under the strict 
control of the State. Theoretically, foreign involvement in 
China's telecommunications service sector is still early. But 
actually, in big cities and more affluent provinces, 
telecoininunications administrations and local service providers 
are seeking for foreign partners (mostly from Hongkong) to 丨open 
new telecommunications services. Clearly, urgent demands for 
more telecommunications services generated by booming business 
activities, the big profits involved as well as the needs of 
local companies to look for a foreign partner to provide 
capital and technology, have facilitated the entry of foreign 
capital into China's telecommunications service market. For 
Hongkong, besides the existing market for transborder 
telecommunications services between China and Hongkong, its 
special status as a part of China in the near future, 
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contributes to its relatively easier entry into China»s 
telecommunications service market. 
It is conceivable that foreign investment in China * s 
telecominunications sector can at most focus only on those 
marginal services (such as paging and mobile communications) 
or services that are not related to the core public services 
and national telecommunications infrastructure. Accordingly, 
the investments of Hongkong companies are largely limited to 
providing paging and mobile services in China and offering 
roaming services across the border•旭 Due to the policy 
limitation on telecommunications ownership in China, usually 
there is no equity share between the Chinese and Hongkong side. 
The joint provision of these services is in term of 
•cooperation'.184. These investments are detailed in Table 
6.2. 
In paging, Hing Tat Investment Ltd. is the most 
outstanding. Since it opened its first paging station in Canton 
in 1984, it now owns 48 paging stations nationwide with 350 
thousand customers, constituting more than 40% of China's 
paging m a r k e t . I n roaming paging communications, several 
companies have begun their services with the local post and 
telecommunications departments and enterprises. While HKT CSL, 
183 The only EJV providing local and long-distance basic 
telephone services, Shenda Telephone Co., was set up by and 
Shenzhen Telecommunications Development Co. in 1983.工nitial+y 
the British side held 49% shares in the EJV. But years ago, it 
was 'forced' to return its shares to the Chinese side. 
184 Hongkong Economic Journal. March 14, 1992. 
185 Hongkong Economic Journal. January 4, 1992. 
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ST Telecommunications Ltd, Hing Tat and other companies are 
offering services mainly between Hongkong and Guangdong, 
Morning Star‘s business goes farther to Beijing. 186 
In mobile communications, ― -
•ab le 6 .2 H o n g k o n g ' s Invess tmen t in 
C h i n a T e l e c o m S y s t e m s ( H K ) L t d C h i n a ' s T e l e c o m m u n i c a t i o n s Se rv i ces 
HTT UmoMPamtor/ i 
has since 1984 run mobile 一 咖 
Paging Hng Tat Telecom nationwide 
telephone service in Canton ： 隨 ket 
i HIng Tat Telecom/ Guangzhou Telecom-
and Shenzhen. As for roaming 丁SL munications Bureau 
ST Telecom Ltd GDPTA 
service of mobile telephone, CSL GDPTA . i 
HKT ‘ Q noT •；� +.U ,, . Roaming Morning Star Paging Beijing Telecommunica-Wl^丄 S CSL IS the ，big Paging tionsBureau;8ixcities 
in Guangdong 
b r o t h e r w i t h 1 5 , 0 0 0 u s e r s , Asia Paging GDPTA 
ABC GDPTA 
over 20% of the market. It has 一 一 wharf GDFTA 
just signed a 'mutual roaminq WtcfePiling — TTuangzhouT^litaTy- -
(Uncter Area Command 
agreement‘ with China's MPT, 议 GDPTA 
Chovalier GDPTA 
c o n c l u d i n g f u r t h e r i t s "HoBlB China Telecom 
PhoM System (HK) Ltd Shenzhen, Canton 
overwhelming role in this ； ！ 
I Roaming CSL 7 cities and provinces, 
m ^ t t _ 20% of the market market. Now its roaming T.i#phon# pacific Link 
service in mobile phone covers 一 ( G ^ 一 ： ： T : ; •^丨jin「一 一 一 
eight cities and provinces in Source: Hongkong Economic Journal： Ming Pao. 
China consisting Canton, 
Shenzhen, Zhuhai, Tianjin, Beijing, Chengdu, Shanghai a^nd 
F u j i a n o t h e r provinces which will be reached by CSL's 
186 Morning Star has recently signed a contract with the 
state-owned Guangdong Tedian Company Ltd to provide paging 
service in six cities (including Shenzhen, Dongguan, Huizhou, 
Shantou, Guangzhou and Zhuhai) of Guangdong province, and also 
roaitiing service between Hongkong and these cities. Mingpao. June 
9, 1992. 
187 Mingpao. April 27, 1992. 
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roaming network include Liaoning, Jiansu, Shandong and 
Hainan • 咖 
Negotiations to open more roaming paging and mobile 
telephone services are underway between telecommunications 
companies and concerned governmental departments and companies 
in China. 
6.3 POLITICAL INFLUENCE FROM HONGKONG 
China‘s telecommunications development is not immune to 
international mercantilism. The recent Sino—American 
negotiations on Intellectual Property Rights (IPR), the debate 
over China's Most Favoured Nation (MFN) status in the US and 
not the least constraints of the Coordinating Committee for 
Multilateral Export Controls (COCOM) all impose limitations on 
China‘s international trade and acquisition of technology and 
capital in telecoirmmnications. We have seen that, under the 
pressure from the US with respect to IPR, China in 1991 
enforced a copyright law. Almost every year before the US 
considers its MFN status, China will release •political* 
prisoners to show the political gesture of reform and openness 
in order to get its MFN sustained. What is more, because the 
US is very hard in COCOM with regard to the export control on 
computer, optic fibre and other high technology items to China, 
China's telecommunications equipment market accounts for very 
small share of the US‘s equipment though its technology is 
advanced (see Table 3.2) 
But generally Hongkong can exert little political 
188 Ta Kuna Pao. June 2, 1992. 
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constraints on China's telecommunications development. 
In the first place, colonial Hongkong depends on external 
forces to legitimize itself in the international political 
arena. Even on such vital matters as its future, Hongkong seems 
to have no say, but subject to the wills of China and the 
U K ， 
Second, to maintain a free economy, the Hongkong 
government has adopted a policy of 'positive non-
interventionisin ‘. It is very difficult to expect the Government 
to practise interventionism and protectionism in international 
trade. 
Third, from the Chinese side, what China needs most in 
telecommunications is mainly high technology and capital. But 
Hongkong is not strong in R&D in telecoimnunications. China has 
procured telecoimnunications equipment mainly from Japan, 
France, Sweden and other technologically 
advanced countries (see Table 3.2). I _ ., ^ ^ _ ^ , “ ""“ 
� ‘ Table 6.3 Soft Loans to 
. , - m 广。 . , . China for PT: 1982-1989 Besides, from Table 6.3 we see that soft 
Unit: US$ million 
loans in telecommunications to China Country Loans 
were offered by countries other than 谅^ 
Canada 116 
Hongkong. Though Hongkong is important Sweden 85.7 Spain 35 . , .,, n • 1 Germany 30 for China's trade with the outside, Netherlands 29.7 Belgium 21 
Hongkong also cannot afford to lose its 二)Uiy ils 
role as China's trade gateway either. A Total 645.5 
case in point is the issue of China ‘ s Source: Sprafkin and O'Brien, 
op cit pp.26-27. 
MFN status. It was estimated by Hongkong 
government that if the US were to revoke China's MFN status, 
189 King, op cit. 
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this would result in a 35-47% decline of re-exports of china's 
products to the US, not to mention the indirect consequences 
upon trade and employment in Hongkong. The decrease in entrepot 
of telecommunications would be 30-40%•柳 m fact, every丨time 
the US debated China's MFN, Hongkong government and business 
groups stood with China in lobbying for the extension of 
China‘s MFN. 
Further, with the competitive entry of foreign companies 
into China's market, China is using a supplier financing 
strategy to dictate technology choice, thus gaining more 
bargaining power. A comparison of Table 3.2 and Table 6.3 shows 
that country leaders (France, Japan, Canada and Sweden) in 
providing concessional loans to China are coincidently those 
whose companies (e.g., NEC and Fujitsu from Japan, Alcatel from 
France, Siemens from Germany, Ericsson from Sweden) have 
claimed important stakes in China telecoimniinications market. 
In the past several years, China has narrowed the field of 
central office switching suppliers to three foreign companies, 
namely Alcatel, NEC and S i e m e n s .191 But it is said an 
attractive finance package can facilitate a decision by China 
to bend the rule of buying only from the said three 
companies.192 The increase of China's bargaining power, taking 
advantage of the competition among foreign MNCs, makes it more 
difficult for Hongkong, which can offer neither key technology 
例 Mincfpao. March 14, 1992. 
Wang, op cit. These three companies all established 
EJVs in China, which also contributed to their gaining the 
privilege of supplying central office equipment to China. 
192 Ibid. 
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nor governmental soft loans to China, to exert any political 
influence upon China's telecommmications• 
6.4 ASSESSING THE HONGKONG INFLUENCES 
While Hongkong‘s entrepot is very important for China's 
international trade in telecommunications, its domestic 
products also claim more than half of China's 
telecoimnunications market. China procures more sophisticated 
equipment directly from technologically advanced countries, but 
this market is more subject to international mercantilism. 
Hongkong, as the provider and agent of less sophisticated 
facilities, enjoys more flexibility despite the Chinese 
government's protection of its local market. 
Hongkong ‘ s direct investment in China's telecommunications 
manufacturing is lesser and involves no high technology. Key 
technology transfer is also unaffordable given Hongkong‘s 
weakness in technology innovation. But Hongkong, largely 
because of its special geographical position and historical 
status, plays an important and even enviable role in network 
construction and especially in providing some marginal services 
across the border and deep in China ‘ s interior. At .the 
political level, Hongkong exerts little political influence 
upon China‘s telecommunications development. 
Hongkong‘s economic stakes in China's telecommunications, 
be they equipment trade, network construction and service 
provision, are the result of China's open-door policy. They 
meet the needs arising in the Chinese market for 
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telecommunications facilities and services. The economic 
influence of Hongkong, along with China's sectoral 
fragmentation in the construction of the telecommunications 
infrastructure, decentralization in policy-making and 
competition in some services, contribute to the liberating of 
market force vis-a-vis political controls in China's 
telecommunications. The liberating of market forces in china‘s 
telecoininunications will, in turn, further enhance the role of 
Hongkong as, among others, equipment and service trader and 
provider. 
Hongkong‘s role in China's telecommunications reflects the 
serious intention of the Chinese government to modernise its 
telecommunications, thus benefitting all, at least 
theoretically. But the Chinese government works on a double— 
track economic system, i.e., walking on the two tracks of plan 
and market economy. This necessitates the Government to perforin 
a delicate balancing act in striving for economic modernization 
without the 'peaceful transformation, caused by econbinic 
reform•阳 Thus, while on the one hand the Chinese leadership 
makes very friendly gesture to welcome the inflow of foreign 
capital and technology and push its telecoininunications to the 
world arena for competition, thus increasingly integrating 
China‘s whole economy with the outside world, on the other hand 
it keeps a close eye on the technology and market mechanisms 
193 "China‘s balancing act", in Asia—Pacific Broadcasting 
& Telecommunications.January, 1989. p.9. Joseph M. Chan, 
"Tensions in Chinese information policy: Authority vs. Legality", 
paper presented at the International Conference of Law and 
Society, co-sponsored by the Law and Society Association and the 
工 n t e r n a i i o n a l Sociological Association. University of Amsterdam, 
the Netherlands, June 26-29, 1991. 
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in the telecommunications sector and is ready to intervene in 
the market to ensure it remains in the Government丨s hands. 
Years ago, C&W(UK) had to withdraw from the Shenda Telephone 
Company, its EJV with the state-owned Shenzhen 
Telecommunications Development CoJ94 i^st year, the Chinese 
government issued orders to nationalize all the paging service 
stations co-owned with f o r e i g n e r s J ^ s in signing the •mutual 
roaming agreement' on bilateral mobile phone communications 
with HKT recently, the MPT indicated that all Hongkong 
companies should first reach agreement with the central MPT 
before providing mobile services with local PT administrations 
and e n t e r p r i s e s C l e a r l y , the MPT is more hard on roaming 
service of mobile telephone than that of paging because the 
former involves an alternative network technologically and can 
bypass the public international network more easily. 
Generally, the Hongkong influence upon China's 
telecommunications is an economic one. Hongkong, through trade, 
investment, service provision and other economic activities, 
plays an important role in China's telecoirmmnications. This 
economic influence, combined with China's domestic market 
� 
forces, presents a liberating market force vis-a-vis the 
conservative political control in China‘s telecommunications. 
The presence of these market forces in China's 
telecommunications has special symbolic meaning in that they 
194 Ibid. 
195 The Hongkong Economic Journal. January 4, 1992. 
196 Hongkong Economic Journal. May 8, 1992. 丨 
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‘ are pounding the market structure of China,s telecommunications 
and are changing people's conventional attitudes toward 
telecommunications ownership. But under the double-track 




CHAPTER 7 THE CHINA-HONGKONG RELATIONSHIP IN 
TELECOMMUNICATIONS III: THE CHINA INFLUENCES 
7.1 TRADE WITH HONGKONG IN TELECOMMUNICATIONS 
One noteworthy 
, Figure 7.1 Major Markets of China's Telecoms 
phenomenon, which can Equipment Trade: 1982-1990 
be seen in Figure 7.1, 
90 . 
is the leap in China's ®o . 一 . 
70 • 
e x p o r t o f «0 . -HooflKong 
% SO . *>• Japan 
telecommunications 4O _ …USA 
30 . 令Others 
equipment in recent 20 . 
years and the » � r 1 y,�j 
1982 1983 1984 1985 1986 1987 1988 1989 1090 
decreased deficit in 丫 邮 
. , . Souce: China Customs Statistic Yearbook, 1983-1991. telecommunications 
trade. Figure 7.1 shows that more than 80% of China's 
telecommunications exports go to Hongkong. But actually most 
of them are re-exported to other countries. From Figure 7.2, 
we can see that China's exports in telecominunications to the 
US, Germany and Britain via Hongkong altogether accounted for 
more than 60% of China's total exports to Hongkong in the past 
few years. > 
Since no consistent data concerning China‘s 
telecommunications export via Hongkong is available, we cannot 
compute the share of China's telecommunications equipment 
consumed in Hongkong on a Ion夺 time basis. In 1990, China 
exported a total of HK$6,724 millions of •telecommunications 
equipment, nes and parts,‘ to Hongkong, of which HK$973 
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million, 14.5% of the IJ— 
Figure 7.2 C h i n a � E x p o r t to USA, Germany & UK 
total, was retained in Hongkong In Telecommunications Equipment 
Hongkong, in the same 70 j 
60 •_ 0 — — n 
year, the value of 50 •. ^ --USA 
Hongkong ‘ s retained % 40 Germany 
30 ^ ^ • 
imports in this 丨 20 …水 
product segment was ‘ ° ° T o t a l , 
0>| 1 ,——H-~I——I 
HK$ 7,990 million. 86 87 88 89 90 91 
That means China has a Year 
12 .2% share of Source: Hongkong External Trac/e.l987-1992. 
Hongkong‘ s imports in 1990. So we can safely say that about 15% 
of China's telecommunications exports to Hongkong are retained 
for Hongkong‘s own consumption, which accounts for a little 
more than 10% of Hongkong ‘ s total retained i m p o r t s .197 
Hongkong‘s intermediary role in China is telecommunications 
trade is thus very significant. 
Although Hongkong market does not account for much of 
China»s exports in telecommuniGations equipment, China is the 
biggest market for Hongkong丨s international telephone service. 
HKT»S international traffic revenue and traffic volume as 
contributed by China were 22% and 38% respectively in 1990; and 
20%, 25% in 1991.198 Despite the declining percentage, 
international calls to China (in absolute value) in 1991 are 
197 Hongkong External Trade, 1990. The overall share of 
China»s export to Hongkong market in 1990 is 8%. Sung, op. cit. 
198 Minqpao. June 16, 1992. The second biggest market for 
HKT * s international telephone service is the US, with Taiwan, 
Britain, Canada and Japan following. 
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35% more than 1990 • 柳 a s shown in Figure 7.3, during 1975 -
1984, HKTC丨s annual increase in traffic revenue of outgoing 
telephony to China was much faster than that of all outgoing 
telephony. 
In outgoing fax and 
^ ^ ^ ^ Figure 7.3 HKTC's Annual Increase In 
data communications, Traffic Revenue of Outgoing Telephony to 
^ . , . ^ ^ China and That of All Outgoing Telephony during the period of 1986- ^ 
200 J 
1990, Hongkong has A 
experienced a 10.8 fold % ioo.. \ 一tochina 
rate of growth, of which so-.^y/ 
the Chinese traffic stream � � U 丨 rI 丨丨 i i 
75767778 7980 8 1 8 2 8 3 8 4 
accounts for half.— Year 
O n e o f t h P Source: Hong Kong Telephone Company Limited 
Annual Report 1975-1984. 
implications of the growth 
in Hongkong‘s telecommunications traffic to China is that china 
can get more reimbursements from Hongkong under an arrangement 
of accounting rate payment. This payment is based on a certain 
rate negotiated between China and Hongkong.^^^ China, usually 
receiving far more traffic than it sends out, has both high 
collection and high accounting rates, thus earning foreign 
199 Ibid. 
2�o HKCES Letter, p.7. 
201 In international telecc^mmuni cat ions between places of 
A and B, if A receives more telephone calls originating in B than 
it sends out, it should be paid by B for the balance of receiving 
and sending out calls. in Hongkong, HKT‘s revenues from 
international services are distributed among HK Tel (the local 
service provider), HKTI (the exclusive international service 
provider) and the overseas destinations. In broad terms, HK Tel 
shares 2 0%, HKTI 3 0% and the destinations 50%. 
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exchange easily.202 China丨s high accounting rate also affects 
Hongkong‘s telecommunications tariffs. Though HKT has reached 
agreement with the Hongkong government to reduce the 
international telephone rates by 12% in several years, without 
the Chinese side's cooperation in reducing the accounting rate, 
HKT would lose money assuming the demand elasticity is not big 
enough to generate vast service demands in this traffic 
stream • 朋 
7.2 DIRECT INVESTMENTS IN AND TECHNOLOGY TRANSFER TO 
HONGKONG•S TELECOMMUNICATIONS 
China retained its economic presence in Hongkong even in 
the era of its isolation from the rest of the world. Until 
1977, China's principal investments in Hongkong were limited 
to bilateral trade and other supporting activities, such as 
financial and transportation services.This is reflected in 
the presence of the three prominent China—interest companies 
in Hongkong before the 1980s, namely China Resources Company, 
Bank of China and China Merchants Steam Navigation Company. 
Both the scale and the scope of the Chinese involvement 
Compared to such countries as Indonesia, Macau, 
Hongkong, Thailand, India, Malaysia and Philippines, China has 
the highest accounting rate in IDD service with the US. The rates 
are, China $3.4, Indonesia $2.75, Macau $2.65, Hongkong $2.35, 
Thailand $2.3, India $2.25, Malaysia $2 and Philippines $1.98. 
Rates are in US dollars. see Mueller, op cit. p.84. 
203 Indeed, HKT has said that it is probable that IDD 
tariffs to China and other count:fies with high accounting rates 
would either be reduced by less than the average 12% or not 
reduced at all. South China Mominq Post > June 16, 1992. 
.. ^ . . . . . —一‘•'_—‘” •• “-、 . 
2�4 Shih Ta-Lang, "The role of the People's Republic of 
China's Hongkong-based conglomerates as development agents", in 
Anant R. Negandhi (ed.), Multinationals and Newly Industrialized 
Countries; Strategies, Environmental Imperatives, and Practices. 
Greenwich: JAI Press Inc., 1989. “ 
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in Hongkong market has been — — 
Figure 7.4 Chinese-Interest Companies' 
e n h a n c e d t o d a y . china h a s Investments in Hongkong: 1989-1992 
replaced Japan as 七he biggest 
b 8 T 
foreign investor in the k | e-. ^ ~ 
$ I 4-. 
Hongkong market.^os The rapid ^ ；^ 2 ^ 
increase of Chinese-interest “ 二 i9丨9o ^ 
Year companies‘ investment in 
Hongkong i s shown in Ficrure Note: The figure of 1992 covers only the 
^ first half of the year. 
7.4. According to US official Source: Ming Pao. July 16, 1992. 
sources, some 750 Chinese concerns have Hongkong o f f i c e s . 
Among these, the Bank of China has become the second biggest 
banking group in the territory. But Citic is undoubtedly the 
most powerful, and has paved the way for other Chinese-interest 
companies to set a foothold in Hongkong's various sectors. 
China's increasing involvement in Hongkong‘ s telecommunications 
and other public utilities such as transport and communications 
is primarily realized through the investment arm of Citic. 
Founded in 1979 immediately after China opened its door, 
as a state-owned enterprise under the direct administration of 
the State Council, Citici,s initial purpose, like that of other 
Hongkong-based Chinese concerns, was to introduce foreign 
capital, modern technology and equipment into China from the 
outside.207 clearly it has progressively become the major 
2�5 Ming Pao. July 17, 1992. 
2�6 Rafferty, Op. cit. p. 62. 
207 Rong Yiren, "China's open policy and CITIC's role", in 
Journal of International Affairs. Vol.39, Winter 1986. p.58. 
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overseas investment arm of China•咖 Among the many interests 
of Citic abroad, developing natural resources and 
telecommunications have become its prime concentrations 
recently.209 Now, 60% of Citic 丨 s capital is in 
telecommunications, while 20% is in airlines and 10% in 
power .210 
From Table 7 • 1 we can see f" — — — 
Table 7.1 CItlc's Holdings in HK's 
Citic has claimed sizeable Communications and Utilities 
stakes in such sensitive Telecom AsiaSat 33.3% 
..^ . ^  . HKT 20% utility industries as 
Transport Cathay Pacific 12.5% 
telecoininunications and Dragonair 38% 
t r a n s p o r t a t i o n i n Eastern Harbour 
Crossing Tunnel 24.5% 
H o n g k o n g . 2 1 1 工 ^ ^ ~ — 
telecommunications, Citic in early 1990 bought 20% of HKT's 
capital shares, valued at HK$10.3 billion, becoming the second 
2�8 See Jonathan Friedland, "The cadres‘ bargains", in Far 
Eastern Economic Review. January 11, 1990. p.34. 
209 Kevin Rafferty, "China's enigmatic conglomerates", in 
Euromoney. June 1991. p.27. 
210 China—Honcfkoncr Economic Monthly. No. 3, October 1991. 
211 On the shopping list of Citic, the next item is 
Hongkong‘s power utility. Discussions are quietly underway 
between Citic and Hongkong Electric, which supplies power to 
Hongkong island, and China Light and Power, which holds the 
monopoly of supplying electricity to Kowloon and the New 
Territory. It was speculated that in 1993 when the present power 
arrangements in China Light and Power expire, Citic would become 
a substantial shareholder. See Rafferty, op. cit. and Pai Shiner. 
No.244, July 16, 1991. pp.9-11. Besides, Citic and Wharf Holdings 
are, hand in hand, bidding for Hongkong‘s third harbour crossing 
tunnel. Actually they are the only one who has submitted 
applications. Ming Pao. July 4, 1992. 
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biggest shareholder of HKT after C&W.212 Besides, its new 
investment vehicle, Tylfull/Citic is active in seeking for 
telecoirmuinications projects•犯 
Because of its political status as a state enterprise, 
Citic^s strategic holdings in telecommunications and 
transportation has aroused much suspicion about the prospect 
of deregulation favoured by local capitalists. These 
industries, however, obviously matter from the viewpoint of 
China ‘ s national interests. ^^^  
Besides Citic, other Chinese—inteirest companies are also 
trying to enter into Hongkong‘s telecommunications market. 
Earlier in 1989, several companies (including the Ministry of 
Foreign Economic Relation and Trade, the Ministry of 
Aeronautics and Aerospace, and Citic), jointly with other local 
212 1 • . This was also the largest investment ever made by a 
Chinese-interest company in Hongkong. Ift Macau, Citic acquired 
the same 20% of C&W，s Companhia Telecomunicacoes de Macau in 
early 1989. 
Citic acquired a 49% controlling share in Tylfull two 
years ago and is converting it into a diversified investment 
company. After pumping the Dragonair stake into Tylfull, Citic, 
in 1991, again pumped into it its HK$3.1 billion—valued share 
capital in Companhia Telecomunicacoes de Macau and Cathay 
Pacific, making it the first Chinese-interest company to be 
listed on the Hongkong stock exchange. See Rafferty, op. cit. 
Minqpao, June 8, 1992. Tylfull/Citic bid against nine other 
consortia for Hongkong‘s fourth mobile telephone license earlier, 
but failed. It has also expressed interest in applying for the 
license of the second telecommunications network of Hongkong. 
Hongkong Economic Journal. June 13, 1992. 
The issue of Citic's acquisition of the share of HKT 
went to the State Council of PRC at the very beginning, and it 
almost backed out because of the Tiananmen Square event. It was 
reported that it took one and a half days of debate before 
Premier Li Peng and his colleagues approved the deal. The 
obstacle was due mainly to the intra—elite politics conspiring 
against Zhao Ziyang, with whom Citic has a good relationship, but 
also to the jealousy of the Bank of China which was excluded from 
the syndication group in the deal. see Rafferty, op cit. 
110 
and international TaWt Chl^ w InterwU in Bidding for 
1 " ^ C l o n a l Honflkona.^ digital Mobile Telephone License 
consortia, expressed 
Consortium Pa rt ner/l nterest/Share 
interest in Hongkong‘s 
Wharf-Nynex Wharf (HK, 65%) 
c a b l e t e l e v i s i o n Nynex (USA, 35%) 
New World Telephone New World Telecom (HK. 72%) 
Recently, among the ,, ,, Ameritech(USA.28%) 
Shun Tak Shun Tak (HK, 51%+) 
ten consortia bidding 
Ministry of Areospace and 
f o r Hongkong ‘ S f o u r t h Aeronautics (PRC, NA) 
Smart Com Ltd Sun Hung Kai Properties (HK. 40%) 
m o b i l e t e l e p h o n e (a ABC KaSin (HK, 15%) 
McMaw Cellular Communications Inc. 
digital network of GSM . (USA,30%). 
Town Khan (PRC, 15%) 
s y s t e m ) s i x C h i n e s e - ‘ Pacific Telecom Co. Pacific Capital Ltd (Taiwan. 51%) 
‘ WIncall, subsidiary of Guangdong 
. Enterprlae (Holdings) Ltd (PRC,20%) 
i n t e r e s t c o m p a n i e s Rogers Cantel (Canada, 19%) 
Fujian Enterprise (Holdings) Co. Ltd 
participated in four (PRC,10%) 
L . Bel Trade Bel Trade Holdings (HK, 70%) 
c o n s o r t i a ( s e e T a b l e Bell Atlantic Infl Inc. (USA, 20%) 
Innovative Group (HK, 10%) 
7.2) . At a result,七he 
Cheaiier Chevalier Group (HK, 50%) 
smart Com L t d , in , , AOTC(Austaiia.50%) 
Kan Tel Champion Group (HK, 65%) 
^ . , PACTEL (USA. 20%) Which the MPT'S LCCInc.(USA.10%) ！ 
Standard and Charted Asia Ltd (UK, 5 % ) ‘ 
s u b s i d i a r y ' Town Khan , iconeseLtd Tyifuii/Citic(PRC,48%) 
China Resource Group (PRC, 26%) | has a share of 15%, NTT (Japan, 26%) 1 
Pacific Link First Pacific Group (HK. 60%) 
w o n t h e b i d 2I6 Sun Hung Kai Industries (HK, 10%) 
. VODAPHONE (UK, 30%) | 
一 Note: NA= not available "“ j A s f o r i 
Source: Mingpao, March 20,1992; April 28,1992； May 1,1992. Hongkong 
A. -： ^ ^ +. ‘ ^ „ ^ Economic Journal. June 8,1992; June 19,1992. Hongkong Economic Time. 
t i e i e c o m i n u n i c a t i o n s j^ ,,y24.1992. CapiM June 1.1992. 
manufacturing, China‘s 
investment in Hongkong is less but nonetheless exists. China 
Resources (Group) Holding Co. Ltd, together with Bellsouth 
215 Lau Tuen-yu and Thomas F. Baldwin, "A public policy 
strategy for cable development: The experience of Hongkong", in 
Telecommunications Policy. October 1990. p.413. 
216 Hongkong Economic Time. July 24, 1992. China‘s MPT has 
two other companies in Hongkong, trading telecommunications 
equipments on behalf of the MPT. 
Ill 
corp., Onwell Holdings Ltd and Metropolitan Film Co. Ltd, has 
set up a joint venture, Meta Comlnuni cat ions Ltd, in Hongkong, 
to manufacture public paging systems. 
� While Chilians telecommunications technology is not 
advanced enough for Hongkong‘s usage, Hongkong‘s technology 
innovation is also not strong enough to attract investment from 
Chinese enterprises. 218 Besides, China's poor technology 
deployment drags the feet of Hongkong in infrastructure 
development. For example, the Hongkong government has decided 
to substitute the current analog cellular system with a digital 
system by 2000• But companies operating roaming mobile phone 
services are concerned that without China^s following in 
digital technology and adopting the same GSM (Groupe Seriale 
Mobile) or USDC system, customers will have difficulty in 
cross-border mobile telephone communications in the f u t u r e . 
7.3 POLITICAL INFLUENCE PROM CHINA 
In Hongkong»s run-up to 1997, the opinions of the Chinese 
government are often heard directly. On December 14, 1990, the 
Sino—British Joint Liaison Group announced that China had 
reached agreement with Britain that China should be kept 
. • X 
The Chinese Business Review. January-February, 1991. 
. 218 Technological cooperation between China and Hongkong 
is largely in the area of environmental protection technology, 
while other technologies, including laser, medical, health food, 
computer software and electronic technologies, are marketed in 
Hongkong. Mainland - Hongkong Academic Exchange. No.14, June 
1992. 
219 Ming Pao. March 2, 1992. 
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informed of major franchises extending beyond 1997.220 The 
present negotiations over Hongkong‘s new airport project are 
a good example. China has indicated many times its intention 
to be consulted on matters which would affect HKSAR. In 
telecommunications, prominent issues, such as the introduction 
of a second telecommunications network, cable television and 
the liberalization of Hongkong»s public network, are within the 
sphere of the claimed cooperative consultation.221 For China, 
utilities such as power, transportation and telecommunications 
are strategic industries and should better not remain solely 
in the hands of expatriates and privates. This is why china has 
speeded up securing holdings in these areas in Hongkong in the 
past two years.222 
Though there have been no open bilateral discussions on 
Hongkong‘s telecommunications, China has used its political and 
econoinic muscle to influence Hongkong‘s telecommunications, 
mainly through the cormercial clout of the state-owned citic 
and also C&W's modus operandi in its global telecommuiiications 
strategy. 
Essentially, the so-called C&W modus operandi is to enter 
into the partnership with the host government by any means and 
use the government—business partnership to secure long-term 
protection of monopoly or from competition. This has been the 
咖 Minqpao. December 15, 1990. 
The Hongkong government will teport to the Chinese side 
about the licensing arrangement of the prospective pay-
七elevision. Honcfkong Ecohomic Journal. July 1, 1992. 
See Friedland, op. cit. Rafferty, op. cit. 
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pattern of C&W's global operation in telecommunications.^23 As 
mentioned before, C&W in 1981 sold 20% of its shares to the 
Hongkong government in exchange of the exclusive franchise for 
all international telecottmiunications• But with 1997 
approaching, C&W let Citic hold 20% of HKT 丨 s share, thus 
replacing the fade-out Hongkong government with the fade-in 
Chinese government in its government—business partnership.224 
Actually, before the Citic deal, C&W had already sold a small 
stake (about 0.1%) to GDPTA in June 1988.225 Both deals were 
at a discounted market price, underscoring their political 
nature.故 
Citic has two positions on the board of directors of HKT, 
but nobody participates in the company•s everyday operation. 
So, though Citic has a large financial stake in HKT, its 
contribution to HKT may not lie in the company's commercial 
practices. However, the liaison between Citic and HKT clearly 
strengthened the bargaining power of HKT in dealing with the 
government. In late June 1990, dinriiig HKT丨s negotiations with 
the government over increases in local telephone rates, citic 
intervened and exerted pressure on the government•爪 Later, 
Mueller, op. cit. 
The British colonial governitient, in good cooperation, 
later sold off its share in HKT publicly. Half of them went back 
into C&W，s pocket. 
"China gets small stake in Telecom", in South China 
Morning Post. June 1, 1988. 
226 Mueller, op. cit. p. 51. Rafferty, op. cit. 
citicIs Executive Director, Rong Zhi-jian wrote a 
strongly worded letter to the Hongkong Financial Secretary asking 
the Hongkong government to give HKT permission to increase 
telephone rates. see Mueller, op. cit. p.52. 
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Citic indicated clearly that "under no circumstances can a 
second network be allowed to cut into Hong Kong Telecom's 
international business before the expiry of the international 
franchise in 2 0 0 6 " .^ 28 
Citic丨s presence in telecommunications indirectly places 
limitations on the Hongkong government‘s room to manoeuvre. The 
government‘s delayed decision on a second network and the end 
of local telephone monopoly sparked speculation that getting 
consent from the Chinese side was one reason for the d e l a y . 
In recent years, Hongkong government has intended to create 
opportunities for other companies to enter into local 
telecommunications market. More notably, it barred HKT's bid 
for the license of cable television in 1988, indicating its 
determination to introduce a second network in Hongkong. Now, 
although the government has determined to introduce a second 
network and also competition in local telephone market after 
1995 when the current franchise arrangement e x p i r e s严 
228 "Don't be unfair to Telecom—一Citic", in South China 
Morning Post. September 27, 1990. The quotation was from Citic 
managing director Larry Yung. 
229 Lee, op. cit. Michael Westlake, "With strings 
attached", in Far Eastern Economic Review. 11 January, 1990. The 
Hongkong government instructed its consultancy team, Booz Allen 
and Hamilton, not say anything about 1997 when the team was for 
the first time coimnissioned by the government to review 
Hongkong‘s telecoimnunications. See Mueller, op. cit. p.17. After 
the first round bid for cable television in Hongkong aborted in 
1990, the said team was again sutnitioned by the government to do 
a consultative study. Twice the consultants recommended opening 
of the local telephone market. The latter study was completed in 
early 1991. But not until 29 July, 1992, did the government 
announced its decision to open the local telephone for 
competition. See Mingpao. July 30, 1992. 
230 The government will invite interested companies to bid 
for the license(s) of the second network in this September. The 
license will cover ten years. But in the three years from now up 
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‘ concerning Hongkong's international telecommunications market 
which potential entrants and the Chinese interests are 
concerned with ^^ is doubtful whether the present 
Hongkong government or the government of HKSRA can use its 
authority to work on the international telecommunications 
policy it once decided. 
7.4 ASSESSING THE CHINA INFLUENCES 
As discussed above, Hongkong‘s telecommunications 
equipment market accounts for a small fraction (a little more 
than 10%) of China's exports. The telecommunications technology 
that can be exported to Hongkong is also very limited, if 
existant. But China is one of the biggest markets for 
Hongkong‘s telecommunications services. 
Generally, the influence of China upon Hongkong‘s 
telecommunications is a political one. This, however, should 
not underestimate Citic and other Chinese-interest companies‘ 
economic influences. Undoubtedly, the presence of Chinese 
capital in Hongkong‘s teleconmiunications is an important factor 
in influencing the future trend of Hongkong‘s 
telecommunications. But these enterprises are doing business 
tcp 1995, competition between new network provider(s) and HK Tel 
^ill be confined to only data transmission, fax and private 
circuit services. See Miner Pao. July 30, 1992 • 
It is conceivable that the international market, 
especially China丨s telecoirmuinications market, is the ultimate 
target of potential entrants into Hongkong's second network. 
Without a pro-competitive international telecommunication policy 
and thus the opportunity to springboard into the Chinese and 
other international markets, new service providers would have 
difficu;j_ty to surviving. On the other hand, it is China's 
convention to hold long—distance and international 
telecommunications tightly in hand. 
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� for the good of their principals (including provinces, 
municipalities, ministries and the State Council). Generally 
they derive strength from their political background and can 
reinforce them in Hongkong‘s reversion to China. Thus, with 
political mission in mind, they have the commercial 'clout' to 
influence the development of these sectors. 
People now like to link the future of Hongkong with that 
of China and especially the implementation of the 'one country, 
two systems» policy in post-1997 Hongkong. In the same line, 
the assessment of China's political influence upon Hongkong‘s 
telecommunications future is like a resolution of the 'if, 
then, l o o p . 232 undoubtedly, the political and economic 
prospect of China and the implementation of the 'one country, 
two systems» policy in HKSAR will be the cause of, among other 
things, Hongkong‘ s telecoininiiiiicat ions developiuent • But, in 
turn,七 he political influence from China upon Hongkong‘s 
telecommunications depends on the behaviour of the local 
telecommunications market and that of the Hongkong government 
in making decision on telecommunications policies. 
Hongkong government has shown determination in opening up 
the local telephone market for competition. It was also 
regarded having the intention of ‘internationalizing ‘ 
Hongkong‘s telecommunications market. But the problem is that 
China, not yet politically united with Hongkong, is one of the 
foreign interests Hongkong government has to take into account 
if it implements the internationalization policy. Besides, 
232 For example, Dianne Hainmer, "The * new' gateway 
alternatives", in Telecom Asia. Vol.2, No.2, Summer 1991. Lee, 
op. cit. 
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without liberalization of the international telecommunications 
market, it is doubtful whether Hongkong's telecommunications 
can attract many international interests and the government‘s 
internationalization policy can work. This is because while 
companies with a Chinese partner may have the advantage in 
reaching agreement with Chinese administrations to get access 
to the Chinese market, those without Chinese partners may be 
denied entry into other international markets from Hongkong if 
no inteirnational telecommunications liberalized. Furthermore, 
with Citic tied up with HKT, it is very easy for the Hongkong 
government, whose autonomy is gradually draining away, to let 
Hongkong retain its monopolistic international 
telecommunications structure in the future. 
A retrospective of the performance of local 
telecommunications providers reveals that local companies are 
making headway in courting China or otherwise roping Chinese-
interest enterprises as political chips. What is more, the 
biggest ones in Hongkong ‘ s telecoininunications, namely, HKT and 
Hutchison Telecoramimications (HT), are forming tie—in 
relationships. Besides the well-known cooperation between them 
and Citic in launching AsiaSat-工，Li Ka-shing丨s Cheung Kong 
(Holdings) holds 4.99% stake in C&W's HKT. ^^^  For China, 
nothing is better than the good cooperation between HKT and HT 
and particularly the big relationship among HKT, HT and Citic. 
Political conside:i:ations aside, both HKT ‘ s wired capacity and 
233 Barun Roy, "If you can't beat ' em, join ‘ em: Is Cable 
and Wireless wooing Hutchison to ward off bigger competitors?", 
in Asian Finance. March 15, 1988. Li Ka-shing owns Hutchison 
Telecommunications through Hutchison Whampoa. 
118 
� HT's Wireless capacity are what China needs in modernising its 
telecommunications• 
After all, capitalists are tealists. With such uncertain 
prospects for Hongkong's politics and economy, it is very 
difficult for them to make giant investment in big 
telecommunications projects which generally have long term pay-
backs. Actually, many companies are diversifying their capital 
and business activities into overseas markets in view of 1997. 
Hutchison Whampoa is no exception.工ts 10 — year goal is to have 
25% of business overseas, compared with the current 
The outcome of self—restraint by local concerns in face of 1997 
is that only those who have both economic and political chips 
can afford to play games in Hongkong‘s telecommunications. It 
remains unknown to what extent these companies can contribute 
to the competition and liberalization of Hongkong‘s 
telecommunications market. 
It is, however, doubtful that China will deliberately 
weaken Hongkong‘s role as the business centre (international 
trade, financial and telecommunications). It has been 
reiterated by both the Chinese and Hongkong governments that 
a strong Hongkong means much to Hongkong and China, 
economically and politically. Despite this, it seems unlikely 
that China will leave the post-‘97 Hongkong highly autonomous 
in terms of policy-making, although this is stipulated in the 
*Basic Law*, given the increasing intervention in Hongkong‘s 
Brian Caplen, "Trading places in Hongkong", in Asia 
Business. December 1988 . 
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� recent major infrastructure decisions by China. This would 
taint Hongkong's image as a free business paradise and would 
gradually tighten the whole economic and political environment 
of Hongkong, at least from the perspective of an outsider. What 
is more, local capitalists' self-restraint and concerns for the 
good will of the Chinese leadership would further reduce the 
flexibility of Hongkong. 
Conceiving of China's influences in this way, it is the 
con七ention here that while the "97-factor • may not visibly 
hinder the telecommunications business and immediately lower 
the service quality in Hongkong, the possible gradual 
deterioration of Hongkong's long excelled econoinic flexibility 
will slow down its telecommunications development. 
The development of telecommunications depends upon several 
variables. Besides the policy framework, economic and 
technological infrastructure are also crucial. Any negative 
influences from unsound government policy would impede the 
advancement of Hongkong's telecommunications and jeopardize 
Hongkong‘s status as the regional communications hub. ^^^  These 
influences are more obvious if we take into account the keen 
competition in telecommunications in the Asia-Pacific area and 
rapid development of information technology worldwide. In this 
region, other teleports such as Tokyo, Singapore and Sydney are 
powerful competitors for communications hub status. There have 
been reports that some PTTs such as Singapore Telecom have 
There are concerns in Hongkong that HKSAR will subject 
to the same constraints imposed by COCOM on China for getting 
access to high technologies. 
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absorbed numerous customers from Hongkong r e c e n t l y . 
\ In sum, China influence upon Hongkong • s telecommunications 
is mainly a political one. Though Chinese-interest companies 
have had much stake in Hongkong‘s telecommunications business, 
they usually do business for the will of their principals. 
Besides the negotiation in the governmental level, China,s 
political influence also comes from its participation in 
Hongkong»s telecommunications with local business concerns. 
Theoretically, the political influence from China is contingent 
on local market forces and the Hongkong government‘s attitude 
in making decision on telecottimuniciations policies. Practically, 
signs have shown that the autonomy of Hongkong government is 
draining away and local capitalists are couirting China and 
fostering ties with Chinese-interest concerns. This will result 
in less flexibility in Hongkong»s economy and slow down 
Hongkong ‘ s telecoimm;inicatioiis level in the long run. 
Hammer, op cit. 
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CONCLUSION 
A PLURALISTIC APPROACH TO INTERNATIONAL TELECOMMUNICATIONS 
Telecommunications, by its very nature, involves 
technological deployment, market fulfilment and public policy 
making. The study suggests that the technological, economic and 
political forces all matter in telecommunications development. 
Telecoimnunications development is a continuing process of 
interaction among the three forces, in pursuit of technological 
feasibility, economic profitability and political desirability• 
The study contends that a pluralistic approach, in 
accommodating these three diitiensions of force, i.e., 
technological, economic and political forces, is stronger than 
approach taking into account only one or two of these three 
forces in explaining and analyzing the active interaction in 
international telecommunications. 
The pluralistic approach to international 
telecoirmiunications also takes into account changes in domestic 
"belecoirmmnications environments, i.e., changes in the 
relationship of the internal technological, economic and 
political forces. The cross-system interaction in international 
telecoininunications is a major display of influence of the 
I 
dominating factors of separate systems. Changes in domestic 
telecoimnunications environment will result in changes in the 
pattern of interaction in telecommunications at the 
international level. 
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� This integrative approach thus can capture the complex and 
highly flux nature of international telecommunications. 
INTERACTION BETWEEN A POLICY-DRIVEN AND A MARKET-DRIVEN TELECOMMUNICATIONS WAKKLi DRIVEN 
The study of the interaction between China's policy—driven 
and Hongkong‘s market—driven models in telecommunications 
development looks into technology transfer, bi-lateral trade, 
investment in telecommunications as well as bi-lateral politics 
between China and Hongkong. It shows 七hat while Hongkong‘s 
influence upon China's telecommunications mostly lies in its 
economic strength, political force is the most influential 
dimension of China's influence on Hongkong‘s 
telecommunications. The double-track system, i.e., an economic 
system of both plan and market, and shift toward 
decentralization in China's telecommunications on the one hand, 
and the dual-authority situation, i.e., the authorities of the 
Hongkong government and the New China News Agency Hongkong 
Branch on behalf of the Chinese government, and a trend toward 
greater government mediation in Hongkong丨s telecoimnunications 
on the other, sets the broad framework of the China-Hongkong 
interaction in telecommunications. While the circumstances in 
China reserve places in China's telecoimnunications market for 
Hongkong to play its economici role, those in Hongkong 
strengthens the political force in Hongkong‘s 
telecommunications. 
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Specifically, this study reveals that: 
(1) Technologically, China and Hongkong do not have much 
direct influence upon each other. China is still very poor in 
telecommunications infrastructure and backward in equipment 
manufacturing, while Hongkong is weak in technology innovation 
and buys in almost all the needed technology. But Hongkong 
serves as a base from which China can gain access to sources 
of high technology in telecoininunications, through both 
Hongkong‘s quick adoption of technology innovation and the 
participation of China and Hongkong in each other‘s 
telecommunications, 
(2) Economically, Hongkong plays an important role via its 
equipment and service trade with China and participation in 
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China's telecommunications construction. china's 
telecommunications equipment market accounts for 1 / 2 of 
Hongkong's domestic exports and the overwhelming majority of 
its entrepot. Hongkong is also the only transit point for 
China's international telecommunications services. In 
particular, Hongkong has claimed sizeable and enviable stakes 
in China's telecominunications markets for marginal services. 
It has also often cooperated with China in network 
construction, equipment installation and consultation. But 
Hongkong's limited activities in China's telecommunications 
manufacturing involve few high technology items. 
As for China, its exports to Hongkong shares a small 
fraction of Hongkong‘s market for telecommunications equipment. 
Its investment in Hongkong's telecioimnunications equipment 
production is also very limited. But its increasing involvement 
in Hongkong's telecommunications service business has received 
much publicity. Besides the new stakes in Hongkong‘s digital 
mobile telephone network, its investment arm, Citic's holdings 
in HKT is the most notable in such involvement. 
(3) Politically, the China-Hongkong relationship is 
skewed. While Hongkong is within the authority of China, which 
can have a say in Hongkong ‘ s major franchises and 
infrastructural projects extending beyond 1997, China‘s power 
over Hongkong is overwhelming. 
In assessing the Hongkong influences on China, this study 
argues that on the one hand, Hongkong‘s economic stakes in 
China‘s telecommunications, combined with the local market 
forces and the decentralization trend in policy-making, serve 
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as liberating market force vis-a-Vis the conservative political 
force in China's telecommunications. On the other hand, China's 
powerful state mechanism counteracts influences from Hongkong 
on its telecommunications ownership and market structure. 
Meanwhile, in assessing China，s influences, this study 
maintains that besides the direct political pressures it exerts 
on the Hongkong government, China's influences upon Hongkong‘s 
telecommunications also come from its participation and 
manipulation in Hongkong‘s corporations through its investment 
arms. In the run-up to 1997, the policy-making of the Hongkong 
government is politicizing; and the local business concerns are 
courting the Chinese favour. But to some extent, the local 
market forces check upon China's political influences. Many 
companies are diversifying their capital and business 
activities into overseas markets. In the past few years, we 
have seen giants in the territory's business circle were moved 
out and incorporated in other countries. Given a strong market 
force in Hongkong's telecommunications and the need of China 
to maintain stability and prosperity in Hongkong‘s economy, 
China will increasingly use its coitmiercial clout, rather than 
political clout, to affect Hongkong's telecoimnunications• 
IMPLICATIONS FOR TELECOMMUNICATIONS IN CHINA AND HONGKONG 
An obvious phenomenon in today ‘ s inteirnat土onal 
telecommunications is the closer relations between national 
communications systems. National telecommunications development 
is increasingly subject to the influences of external 
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technological, economic and political forces. This study of the 
China-Hongkong relationship in teleco雇unications sh^ds s e e 
light on the conflictual interdependence among technological 
econoxnic and political forces in todays international 
telecoininunications • 
！ 
The study Of the China-Hongkong relationship in 
telecommunications has special implications for the 
telecommunications development of both China and Hongkong. 
Since the Chinese government has adopted the open door policy 
as a long term strategy and Hongkong will soon be an 
integrative part of china, the relationship between China and 
Hongkong in telecommunications will certainly become closer. 
Besides, in China, with the deepening of its economic and 
i 
political reforms, its telecommunications is also facing the 
challenge of a systemic reform. In Hongkong, both the 
Government and capitalists are adapting to the changing social 
and telecommunications environment in the run-up to the 
administrative transfer. This will further accelerate the bi-
lateral interaction and integration of the two 
telecommunications systems. 
But it is unknown to what extent China will reform its 
telecommunications and the Hongkong economic strength can 
contribute to the libeuration of the market foirces in China，s 
telecommunications. Clearly, China only wants to open its door 
on its own terms. In its increasing interaction with the 
outside, how to gain key foreign technology and utilize foreign 
capital, and, at the same time, protect the domestic market and 
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achieve economic profits without yielding its political 
control, is a headache for China. China is now performing a 
delicate balancing act to ensure the disjunction between 
economic and political interests. It remains uncertain whether 
this approach can work in face of the vast market demand, a 
trend toward decentralization, potential competition and not 
least the increasing foreign involvement in china's 
telecommunications market. 
It is difficult, if not impossible, to predict the outcome 
of the balancing between China's conservative political force 
an^Hongkong‘s liberating economic force. China might lift some 
limitations on the provision of such marginal services as 
paging and open it to local competitors and foreign interests, 
given the vast demand for these services and the relatively few 
strategic stakes involved. It is even possible that China would 
'arrange' for another telecoimnunications ,network provider, 
e.g., owner of 七he AsiaSat, to share some of its international 
services, in order to meet the demand for international 
services and ease 七he burdeh of its public network. Meanwhile 
it might also contract with one or 七wo companies to provide 
roaming mobile phone service cro^s the border. But in China, 
since toll and international telecommunications are highly 
valued in national political strategy, this would in no way 
mean opening to unregulated competition. 
Similarly, it is not known how the Hongkong government and 
local capitalists will align themselves to accommodate 
Hongkong‘s politicized telecommunications environment, though 
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signs of such adjustments are now discernible on some fronts. 
There are now grey areas with respect to whether decision-
making and supervisory bodies in Hongkong have the autonomy to 
introduce more market competition and oversee exclusive 
franchise operations and whether local capitalists will play 
fairly and freely in a competitive and liberalized 
telecommunications market. 
In face of the political power and activities of the 
Chinese-interest concerns in its telecommunications business, 
many Hongkong business concerns may have to court china in 
order to enter its market and gain political chips in local 
market. The Hongkong government, which used to have a good 
business-government relationship and be dictated by business 
giants in making policies, may gradually accommodate itself to 
those capitalists favoured by the Chinese side. The Chinese 
government, taking advantage of the self-restraint of business 
concerns and the weakness of the Hongkong government, may re-
arrange the telecommunicatioiis market of Hongkong, with both 
its political muscle and econoinic clout. 
Overall, the China—Hongkong relationship in 
telecommundcations is woven into the web of relationships among 
information technology, market operations and the governmental 
politics of both sides. As we can see, all the variables are 
changing. The China—Hongkong ^relationship in telecommimications 
is in a state of flux. Nevertheless, the present state of the 
relationship, in which Hongkong is more influential 
economically whereas China tends to exert political influence, 
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will be sustained and even become more marked while China 
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